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Dear Fellow Shareholders:

Sunrise continues to navigate through a number of challenges in what has become one of the most difficult periods in the company’s
history. We are fully engaged in a process to restructure Sunrise and renew our focus on our core operations. During 2008, and well
into 2009, we took a number of steps to move us toward operating profitably. Some of these measures include:

- Selling or exiting unprofitable or non-core assets with outstanding liabilities, such as Trinity Hospice, Greystone and our
Aston Gardens portfolio;

- Curtailing our development efforts and stopping construction on projects that were not fully funded, principally in response
to adverse economic conditions and a lack of financing opportunities; and

- Significantly reducing discretionary spending and lowering general and administrative expenses with a targeted annual run-
rate of less than $100 million by 2010, down from our budgeted 2009 annual run rate of $120 million.

We also recognize the importance of improving the performance of our community operations. We are working hard to improve
revenue from our communities and drive occupancy, particularly through new sales and marketing programs. We are also taking a
closer look at market-specific pricing strategies tailored to address local competitive dynamics to help make sure that everyone who is
considering Sunrise moves into Sunrise. Qur occupancy levels remain at the upper echelon of the industry.

In addition to these actions, as the Company faces substantial debt maturities in 2009, we are working on out-of-court debt settlements
that, we believe, will satisfy our creditors in a fair manner. While we do not have complete control over this process, we are confident
that during the past several months, our determined efforts have moved us in the right direction.

Despite the challenges in front of us, we have not and will not lose sight of our promise to enhance the lives of our residents nor our
commitment to do what is best for all stakeholders. I am grateful for our 38,000 dedicated team members and all of those who

continue to support Sunrise. We have the finest brand and team in senior living, and we are optimistic that together we will build a
better, stronger Sunrise.

Sincerely,

gZQSQL

Mark S. Ordan
Chief Executive Officer

October 15,V2009
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This Annual Report contains forward-looking statements that involve risks and uncertainties. Although we believe the expectations
reflected in such forward-looking statements are based on reasonable assumptions, there can be no assurance that our expectations
will be realized. Our actual results could differ materially from those anticipated in these forward-looking statements as a result of
various factors, including, but not limited to:

* changes in our anticipated cash flow and liquidity;

o our ability to maintain adequate liquidity to operate our business and execute our restructuring;

* our ability to raise funds from capital sources;

* our ability to comply with the terms of our Bank Credit Facility and the amendments to it or to obtain any necessary further
extension of the waivers for compliance with the financial covenants;

* our ability to obtain waivers, cure or reach agreements with respect to defaults under our loan, joint venture and construction
agreements;

* our ability to negotiate a comprehensive restructuring of our obligations in respect of our Germany communities, our Fountains
portfolio and certain of our other ventures;

* business conditions and market factors that could affect the value of our properties;
* the outcome of the U.S. Securities and Exchange Commission’s (“SEC” ) investigation;
* the outcomes of pending putative class action and shareholders’ derivative litigation;

* the outcome of the Trinity investigation by the Office of the Inspector General of the Department of Health and Human Services
(“OIG”) and qui tam lawsuit relating to Trinity in which we are a defendant;

* the outcome of the IRS audit of our tax returns for the tax years ended December 31, 2005, 2006 and 2007;

* the ability of our Greystone subsidiary to continue to provide development services in the absence of liquid bond financing
markets;

e the risk of loss of our seed capital investments with our Greystone subsidiary if we fail to fund further seed capital requirements;
* our ability to continue to recognize income from refinancings and sales of communities by ventures;

* risk of changes in our critical accounting estimates;

o risk of further write-downs or impairments of our assets;

s risk of future obligations to fund guarantees and other support arrangements to some of our ventures, lenders to the ventures or
third party owners;

* risk of declining occupancies in existing communities or slower than expected leasing of new communities;
* risk resulting from any international expansion;

* development and construction risks;

* risks associated with past or any future acquisitions;

* our ability to achieve anticipated savings from our cost reduction program;

* our ability to comply with government regulations;



* risk of new legislation or regulatory developments;

* competition and our response to pricing and promotional activities of our competitors;
* changes in interest rates;

* unanticipated expenses;

* the downturns in general economic conditions including, but not limited to, financial market performance, consumer credit
availability, interest rates, inflation, energy prices, unemployment and consumer sentiment about the economy in general;

* risks associated with the ownership and operation of assisted living and independent living communities; and
* other risk factors contained in our 2008 Form 10-K filed with the SEC on March 2, 2009, as amended (the “2008 Form 10-K”).

We assume no obligation to update or supplement forward-looking statements that become untrue because of subsequent events.

Unless the context suggests otherwise, references herein to “Sunrise,” the “Company,” “we,” “us” and “our” mean Sunrise Senior
Living, Inc. and our consolidated subsidiaries.



BUSINESS

Overview

We are a Delaware corporation and a provider of senior living services in the United States, Canada, the United Kingdom and
Germany. Founded in 1981, we began with a simple but innovative vision — to create an alternative senior living option that would
emphasize quality of life and quality of care. We offer a full range of personalized senior living services, including independent living,
assisted living, care for individuals with Alzheimer’s and other forms of memory loss, nursing and rehabilitative care. We also
develop senior living communities for ourselves, for ventures in which we retain an ownership interest and for third parties.

At December 31, 2008, we operated 435 communities, including 391 communities in the United States, 15 communities in Canada,
20 communities in the United Kingdom and nine communities in Germany (including two communities that were closed in January
2009), with a total resident capacity of approximately 54,340. Of the 435 communities that we operated at December 31, 2008, 47
were wholly owned, 15 were under operating leases, 10 were consolidated as a variable interest entity, 203 were owned in
unconsolidated ventures and 160 were owned by third parties. In addition, at December 31, 2008, we provided pre-opening
management and professional services to 26 communities under construction, of which 19 communities are in the United States and
seven communities are in the United Kingdom, with a combined capacity for approximately 2,700 residents. During 2008, we opened
19 new communities, with a combined resident capacity of approximately 2,600 residents, which were developed by us.

The stock markets and credit markets in the United States and the world have been experiencing significant volatility, dislocations
and liquidity disruptions. As a result the market prices of many stocks, including ours, have declined substantially and minimal
amounts of debt financings have been available.

We have four operating segments for which operating results are separately and regularly reviewed by key decision makers:
domestic operations, Germany, international operations (including Canada) and Greystone. See Note 22 to our Consolidated Financial

Statements for additional information.
Significant 2008 and 2009 Developments
Overall Condition and Strategy

Historically, we have generated: (1) income from development and pre-opening fees from the development of new Sunrise
communities, (2) gains on the sales of real estate and (3) proceeds and income from the recapitalization of ventures. The current state
of the credit markets makes it unlikely that we will have significant income or gains from such activities for the foreseeable future.
Accordingly, our focus for 2009 will be on: (1) working to implement the comprehensive restructuring plan discussed below,
(2) operating high-quality assisted living and memory care communities in North America and the United Kingdom, (3) improving the
operating efficiency of our operations, (4)improving the effectiveness and efficiency of our community operating costs and
(5) improving the effectiveness and efficiency of our administrative functions. We do not intend to begin construction on any new
projects in the United States in 2009, and we have only two construction starts projected for the United Kingdom in 2009. We do not
contemplate funding new seed capital projects related to our Greystone subsidiary at least until, the bond financing markets improve.
We will reconsider future development when market conditions stabilize and the cost of capital for development projects is in line
with projected returns.

At December 31, 2008, we had total debt of $636.1 million. The components of the debt were as follows (in thousands):

Bank Credit Facility $ 95,000
Mortgage debt on wholly-owned properties 246,948
Land loans 37,407
Debt of variable interest entity in New Jersey 23,905
German communities debt 185,901
Other 46,970
Total $ 636,131



The debt of the New Jersey variable interest entity and $34.4 million of land loans are guaranteed by us. Also, we have guaranteed
€50 million ($70.0 million) of the Germany venture debt to the extent that the sale price of the four Germany communities securing
the debt is less than a stipulated release price for each community.

We had $29.5 million and $138.2 million of unrestricted cash and cash equivalents at December 31, 2008 and December 31, 2007,
respectively. Our results of operations for 2008 show a significant net loss of $439.2 million and a loss from operations of
$389.4 million, both including significant non-cash charges for:

» Impairment of goodwill of $121.8 million;

Write-off of abandoned development projects of $95.8 million;

« Extraordinary loss due to consolidation of our German venture of $22.1 million;
» Impairment of owned communities and undeveloped land of $36.5 million; and
» Depreciation and amortization of $51.3 million.

Our net cash used in operating activities of $123.9 million reflects operating losses and an increase in net operating assets and
liabilities of $93.8 million which used significant cash. Most of this increase in net operating assets and liabilities reflected a
significant reduction in accounts payable and accrued liabilities. Our net cash used in investing activities of $172.5 million was offset
by net cash provided by financing activities of $187.7 million.

The waivers granted pursuant to the Tenth Amendment to our Bank Credit Facility (the “Bank Credit Facility”) will expire on
March 30, 2009 unless further extended. We currently cannot borrow additional funds under the Bank Credit Facility and have
significant debt maturing in 2009 and 2010. We expect that our cash balances and expected cash flow are sufficient to enable us to
meet our obligations only through March 31, 2009. Because of these factors and our current financial position, we are seeking to
preserve cash, reduce our financial obligations and reach negotiated settlements with various creditors to preserve our liquidity. We
have also stopped funding certain projects and other obligations, and are seeking waivers with respect to existing defaults under many
of our debt obligations to avoid acceleration of these obligations. Specifically, we have stopped or reduced payments for our German
communities, development projects, our Fountains portfolio and our Aston Gardens venture, each as described in more detail below.
We are in the process of discussing a comprehensive restructuring plan with the lenders to our German communities, the lender to our
Fountains portfolio, our venture partner in the Fountains portfolio and certain other lenders. Our lenders to eight of our nine German
communities have agreed not to foreclose on the communities that are collateral for their loans or to commence or prosecute any
action or proceeding to enforce their demand for payment by us pursuant to our operating deficit agreements until the earliest of the
occurrence of certain other events relating to the loans or March 31, 2009. As of February 27, 2009, we have not stopped funding the
ninth community as the next payment date is March 6, 2009. We do not intend to make the principal and interest payment due on that
date and will seek waivers with respect to this default after that date. As of February 27, 2009, the lender for the Fountains venture had
not yet agreed to our request for a standstill agreement through March 31, 2009. We are also engaged in discussions with various
venture partners and third parties regarding the sale of certain assets with the purpose of increasing liquidity and reducing obligations
to enable us to continue operations. There can be no assurance that any of these discussions will result in the consummation of any
transaction.

We believe that it will be in the best interests of all creditors to grant such waivers or reach negotiated settlements with us to enable
us to continue operating. However there can be no assurance that such waivers will be received or such settlements will be reached. If
the defaults are not cured within applicable cure periods, if any, and if waivers or other relief are not obtained, the defaults can cause
acceleration of our financial obligations under certain of our agreements, which we may not be in a position to satisfy. There can be no
assurance that any of these efforts will prove successful. In the event of a failure to obtain necessary waivers or otherwise achieve a
restructuring of our financial obligations, we may be forced to seek reorganization under the U.S. Bankruptcy Code. The existence of
these factors raises substantial doubt about our ability to continue as a going concern and our auditors have modified their report with
respect to the 2008 consolidated financial statements to include a going concern reference.

Bank Credit Facility

There were $95.0 million of outstanding borrowings and $24.4 million of letters of credit outstanding under our Bank Credit
Facility at December 31, 2008. During 2008, we entered into several amendments to our Bank Credit Facility to, among other things,



waive compliance with the financial covenants in the Bank Credit Facility for a period of time. On January 20, 2009, we and the
lenders under the Bank Credit Facility executed the Tenth Amendment to the Bank Credit Facility which provided that we are not
required to comply with the financial covenants contained in the Bank Credit Facility until March 31, 2009. However, there can be no
additional borrowings and no issuances of any new letters of credit under the Bank Credit Facility until April 1, 2009, and then only if
we achieve compliance with the financial covenants of the loan documents. The Tenth Amendment also modifies certain negative
covenants to limit our ability, among other things, to (i) pledge certain assets or grant consensual liens on such assets; (ii) incur
additional indebtedness for borrowed money; and (iii) dispose of real estate, improvements or other material assets. The Tenth
Amendment increased the interest rate for Eurodollar Rate Loans to 475 basis points over LIBOR, and increased the interest rate for
Base Rate Loans to 325 basis points over the Base Rate (as defined in the Tenth Amendment). In connection with the execution of the
Tenth Amendment, we paid a modification fee of $0.4 million and repaid $1.5 million of principal.

Prior to the execution of the Tenth Amendment, we were not in compliance with the Bank Credit Facility covenants at
December 31, 2008, and we currently do not expect that we will be in compliance with the financial covenants in the Bank Credit
Facility on March 31, 2009. Accordingly, if we are unable to revise and restructure our Bank Credit Facility, or otherwise obtain
sufficient proceeds to pay off the Bank Credit Facility, before March 31, 2009, the lenders under the amended Bank Credit Facility
could, among other things, exercise their rights to accelerate the payment of all amounts then outstanding under the amended Bank
Credit Facility, exercise remedies against the collateral securing the amended Bank Credit Facility or require us to replace or provide
cash collateral for the outstanding letters of credit or pursue further modifications with respect to the amended Bank Credit Facility. In
the event of an acceleration of our Bank Credit Facility, we may not be able to fully repay our outstanding borrowings.

Germany Venture

Our German communities are operated through our German venture, in which we used to have a 20% ownership interest and
recently obtained a controlling ownership interest through the exercise of an option, as described below. To fund the construction of
the German communities, each of our German communities entered into loan agreements with certain lenders. As of December 31,
2008, the book value of such loans amounted to approximately $185.9 million. Sunrise is not a guarantor under these loan agreements,
but has provided operating deficit guarantees to the lenders. Under these operating deficit guarantees, in the event that the German
communities fail to pay certain amounts owed to the lenders in respect of interest and principal (but excluding principal due on the
final maturity date), Sunrise is obligated to pay such amounts. Pursuant to the operating deficit guarantees, Sunrise also committed to
fund the operating losses incurred by the German communities until the maturity date of the loans. In January 2009, our German
communities suspended payment of principal and interest on all loans, in spite of Sunrise’s operating deficit guarantees.

In addition to our German communities, one of our German entities purchased undeveloped land at Hoesel where a tenth
community was contemplated with the proceeds of a loan in the amount of $1.2 million, for which Sunrise has guaranteed 25% of the
principal balance. This loan, which is secured by the undeveloped land, came due on December 31, 2008 and remains unpaid.

As a result of the failure to make payments of principal and interest to the lenders to our German communities and Sunrise’s failure
to pay the operating deficits, our German communities are in default under their loans, and Sunrise is in default under its financial
guarantees for the loans of our German communities and the Hoesel land. We informed the lenders to our German communities and
the Hoesel land that we would seek a comprehensive restructuring of the loans and our operating deficit guarantees. We have
commenced discussions regarding restructuring of potential related claims that certain lenders and joint venture partners, including the
lenders to the German communities, may have. There can be no assurance, however, that such discussions will lead to any agreements
or understandings with any of such lenders or venture partners, and we may or may not enter into any agreement with any of them.
Such discussions and agreements may or may not be disclosed separately in the future.

We recently entered into standstill agreements with lenders to eight of our nine German communities and the land at Hoesel.
Pursuant to such standstill agreements, such lenders have agreed, among other things, not to foreclose on the communities that are
collateral for their loans or to commence or prosecute any action or proceeding to enforce their demand for payment by us pursuant to
our operating deficit guarantees, and to commence discussions and negotiations with us relating to our and our German communities’
obligations. Such standstill agreements will generally remain in effect until the earliest of the occurrence of certain other events
relating to the loans or March 31, 2009. On December 24, 2008 and February 20, 2009, we described in our Current Reports on
Form 8-K, the standstill agreements with Natixis, London Branch, relating to our communities in Hannover and Munich, Germany.
The other standstill agreements were not material to us and, therefore, were not separately disclosed by us. As of February 27, 2009,
we have not stopped funding the ninth community as the next payment date is March 6, 2009. We do not intend to make the principal
and interest payment due on that date and will seek waivers with respect to this default after that date.



As mentioned above, historically, we had a 20% ownership interest in our German communities and recently obtained a controlling
ownership interest through the exercise of an option. On September 1, 2008, we acquired the option to purchase from our majority
partner in our German venture its entire equity interest in the venture through a two-step transaction in 2009. We paid €3.0 million
($4.6 million) for this option, which we exercised in January 2009. Our decision to purchase and exercise this option was based on the
fact that because Sunrise had provided operating deficit guarantees for the German communities, Sunrise had 100% of the risk for
operating deficits of the Germany venture, but only had 20% of the ownership in, and no control over, the Germany venture. Neither
the purchase of the option nor the exercise of the option in January 2009 altered our obligation under any financial guarantees for
which we are responsible or altered any of the recourse/non-recourse provisions in any of the loans. We closed two of the German
communities on January 31, 2009, and we are pursuing sales of some or all of the nine communities (including the two closed
communities). Under FASB Interpretation No. 46R, Consolidation of Variable Interest Entities (“FIN 46R”), the purchase of the
option is a “reconsideration event,” and we determined that as of September 1, 2008 the venture is a variable interest entity and we are
the primary beneficiary, which requires us to consolidate the venture. FIN 46R requires that assets and liabilities be consolidated at
current fair value. We recorded a non-cash extraordinary pre-tax loss of $22.1 million related to the consolidation of the Germany
venture.

Trinity

On October 29, 2008, we determined that we would provide no additional funding to our subsidiary, Trinity Hospice, Inc.
(“Trinity”), following a review of our sources of cash and future cash requirements. As a result, we wrote off the remaining goodwill
and other intangible assets related to Trinity of approximately $9.8 million in the fourth quarter of 2008. As a result of our decision to
cease funding, Trinity determined to discontinue operations and ceased operations in December 2008. As of December 31, 2008, we
have separately presented the operating results of Trinity under the caption “discontinued operations” in our consolidated statements
of income. The liabilities of Trinity exceed the assets.

In January 2009, Trinity filed a plan of liquidation and dissolution before the Delaware Chancery Court. The Chancery Court will
supervise the disposition of the assets of Trinity for the benefit of its creditors. At December 31, 2008, the recorded assets of Trinity
are $8.4 million and the recorded liabilities of Trinity are $36.1 million. The recorded liabilities of $36.1 million do not include:
(1) approximately $2.7 million of obligations under long-term leases for office space used in the Trinity operations that are expected
to be reduced or eliminated by the legal requirement for the landlord to mitigate damages by re-leasing the vacated space, (2) any
amount that may be due to the plaintiffs related to the investigation of Trinity by the OIG and the Qui Tam Action discussed in
Note 17 to the consolidated financial statements or (3) any amounts due to us.

Development Ventures

In connection with our development ventures, we have provided project completion and operating deficit guarantees to venture
lenders and in some cases the ventures themselves. These financial guarantees are designed to assure completion of development
projects in the event of cost overruns and, after depletion of reserves established pursuant to the loan agreement, guarantee periodic
principal and interest payments and operating losses during the term of the guarantee. At December 31, 2008, we had committed
financing for 26 communities under construction in North America and the United Kingdom (not including two additional projects,
both of which are wholly-owned by us). Of these communities under construction, three communities in the United States are wholly-
owned by us, and the rest are in development ventures. We are not in compliance with the terms of many of these construction loans,
and, as a result, the lenders could cease funding the projects. We are working with our lenders and venture partners to address the
defaults, and we have explained to these lenders that we do not believe that there will be material cost overruns and that there are
adequate established reserves to fund the lease-up period once the projects are completed. We believe, and have stated to our lenders
that, in our opinion, the best course of action for these construction lenders is to continue to fund these projects through completion.
There can be no assurance, however, that these lenders will continue to fund the construction and development of these projects. We
estimate that it will cost approximately $251 million to complete the 26 communities we have under construction (excluding two
projects that are suspended) as of December 31, 2008. The two projects under construction that did not yet have debt financing as of
December 31, 2008 are currently suspended and have a carrying value of $38.1 million and estimated costs to complete of
approximately $51.7 million for a total estimated cost of $89.8 million. Construction of these two projects has been suspended until
we can obtain suitable construction financing. We do not believe we will have to make further equity contributions for projects under
construction (excluding the two suspended projects) as of December 31, 2008, assuming the lenders continue to fund existing
construction loan financing commitments.

We agreed with our U.S. development partners to suspend four construction projects scheduled to start in the fourth quarter of
2008, and we and our partners are evaluating our alternatives for these projects. We had no U.S. construction starts in the fourth



quarter of 2008. We and our U.K. development partner declined to proceed with a land closing for which construction financing was
not yet available. We do not expect to commence construction of any projects in the United States and expect to commence only two
projects in the United Kingdom in 2009. We plan to reduce our U.S. development group from 70 people to less than 10 people through
June 30, 2009 as a result of our decision to scale back our development activities for 2009.

We intend to sell 19 land parcels which have a carrying value of $70.8 million and related debt of $34.3 million. Certain of these
land loans are in default. Nine of these land parcels which meet all of the criteria to be classified as held for sale at December 31, 2008
are recorded at a fair value of $46.0 million in the “Assets Held for Sale” portion of the Consolidated Financial Statements.

Abandonment of Development Projects

In 2008, we suspended the development of three condominium projects and we wrote off approximately $27.7 million of
development costs. Also, based on our decision to decrease our development pipeline, we wrote off approximately $68.1 million of
costs relating to 215 development projects we discontinued during 2008. Our remaining balance of construction in progress at
December 31, 2008 is $88.9 million, consisting of $82.9 million related to three wholly owned projects under construction (including
two projects that have been suspended pending obtaining suitable construction financing) and $6.0 relating to a condominium
renovation project.

Greystone

We have determined not to fund any new seed capital projects of our Greystone subsidiary. Through December 31, 2008 we have
invested $27.8 million in seed capital ventures and have outstanding commitments of approximately $3.2 million. We typically invest
50% of the seed capital in these entities and these seed capital entities are consolidated by us. The expenditures of these seed capital
entities are expensed as incurred for financial reporting purposes. We have also informed the management of Greystone that we are
exploring strategic options for the subsidiary and are currently working with our financial advisors to assist in this matter. The
carrying value of Greystone at December 31, 2008 is $(9.3) million which includes $43.6 million of goodwill and intangible assets,
$2.6 million of working capital and $62.4 million of deferred revenue. Since the carrying value of Greystone is negative there is no
impairment as a result of our decision to sell this business.

Our G&A and Community Operating Costs

We initiated a plan in the third quarter of 2008 to reduce our general and administrative expense, development and venture support
headcount and certain non-payroll costs. We recorded severance expense of $15.2 million in 2008 and expect to record an additional
$2.0 million in the first and second quarters of 2009 based on actions taken to date. We vacated part of our office space at our
McLean, Virginia headquarters and recorded a $2.9 million expense. We are actively seeking a sub-tenant for the space. Even if our
refinancing and restructuring activities are successful, we will need to substantially reduce our current overhead costs.

Aston Gardens

In July 2008, we received notice of default from our equity partner alleging a default under our management agreement for six
communities as a result of the venture’s receipt of a notice of default from a lender. In December 2008, the venture’s debt was
restructured and we entered into an agreement with our venture partner under which we agreed to resign as managing member of the
venture and manager of the communities when we are released from various guarantees provided to the venture’s lender. The
management fees for the years 2008 and 2007 were $3.2 million and $3.7 million, respectively.

At loan inception, we provided the lender a guarantee of monthly principal and interest payments and during 2008 we made
payments under this guarantee since the venture did not have enough available cash flow to cover the default interest payments.
Advances under this guarantee are recoverable in the form of a loan in a capital or refinancing event prior to the repayment of capital
to the partners but subordinate to the repayment of the debt. Through December 31, 2008, we have funded $6.2 million under this
guarantee.

Fountains Venture
In 2008, the Fountains venture, in which we hold a 20% interest, failed to comply with the financial covenants in the venture’s loan

agreement. The lender has been charging a default rate of interest (6.68% at December 31, 2008) since April 2008. At loan inception,
we provided the lender a guarantee of monthly principal and interest payments, and in 2008 we funded payments under this guarantee
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as the venture did not have enough available cash flow to cover the full amount of the interest payments at the default rate. Advances
under this guarantee are recoverable in the form of a loan to the venture, which must be repaid prior to the repayment of equity capital
to the partners, but is subordinate to the repayment of other venture debt. Through December 31, 2008, we have funded $14.2 million
under this operating deficit guarantee which has been fully reserved. These advances under the operating deficit guarantee are in
addition to what we have funded during 2008 under our income support guarantee to our venture partner, which also has been fully
reserved. The default was taken into consideration by the venture when testing its assets for impairment in accordance with SFAS
No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” and the book value of the venture’s assets exceeds the
fair value by approximately $52 million. Based on that estimate, we recorded our proportionate share of the impairment, or
approximately $10.3 million, during 2008.

In January 2009, we informed the venture’s lenders and our venture partner that we were suspending payment of default interest
and payments under the income support guarantee, and that we would seek a comprehensive restructuring of the loan, our operating
deficit guarantees and our income support guarantee. Our failure to pay default interest on the loan is an additional default of the loan
agreement, the management agreement and our agreement with our venture partner. We have requested that the lender for the
Fountains portfolio agree not to foreclose on the communities that are collateral for their loans or to commence or prosecute any
action or proceeding to enforce its demand for payment by us pursuant to our operating deficit agreements through March 31, 2009.
As of February 27, 2009, the lender had not yet agreed to our request for a standstill agreement through March 31, 2009.

Impairment of Goodwill and Intangible Assets

Our accounting policy prescribes that we evaluate the carrying value of goodwill annually on October 1, 2008. As a result of this
assessment and our decision to cease funding Trinity we wrote off the remaining goodwill and intangible assets of $9.8 million. We
also recorded an impairment charge of $121.8 million related to all of the goodwill for our North American business segment which
resulted from our acquisition of Marriott Senior Living Services, Inc. (“MSLS”) in 2003 and Karrington Health, Inc. in 1999.

Management Contract Termination

In July 2008, we were given notice of termination of a management contract covering 11 communities related to contracts that we
acquired from Marriott International, Inc. (“Marriott”). These contracts were terminable at the discretion of the owner of the
communities. We do not own any portion of these facilities. We were terminated as manager in December 2008. The management
fees for the years 2008 and 2007 were $4.6 million and $5.0 million, respectively. We can be terminated in 2009 from management of
13 other communities which failed to comply with their financial covenants in 2008. The management fees for the years 2008 and
2007 were $3.0 million and $2.9 million, respectively.

Agreements with Marriott International, Inc.

Our agreements with Marriott related to our purchase of MSLS in 2003 provide that Marriott has the right to demand that we
provide cash collateral security for assignee reimbursement obligations, as defined in the agreements, in the event that our implied
debt rating is not at least B- by Standard and Poors or B1 by Moody’s Investor Services. Assignee reimbursement obligations relate to
possible liability with respect to leases assigned to us in 2003 and entrance fee obligations assumed by us in 2003 that remain
outstanding (approximately $8.9 million at December 31, 2008). Marriott has informed us that they reserve all of their rights to issue a
notice of collateral event under the assignment and reimbursement agreement.
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STOCK PERFORMANCE GRAPH
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— A — S&P Smalicap 600

12/08

- = O - -Peer Group

The Peer Group consists of Assisted Living Concepts Inc., Brookdale Senior Living Inc., Capital Senior Living Corp.,

Emeritus Corp. and Five Star Quality Care Inc.

12/03 12/04
Sunrise Senior Living, Inc.  100.00 119.67
S&P Smallcap 600 100.00 122.65
Peer Group 100.00 132.92

12/05
174.03
132.07
208.19

12/06

158.60
152.04
315.87

12/07 12/08
158.39 8.67
151.58 104.48
212.66 59.34
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SELECTED FINANCIAL DATA

The selected consolidated financial data set forth below should be read in conjunction with “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” and our consolidated financial statements and notes thereto appearing

elsewhere herein.

December 31,
(Dollars in thousands, except per share amounts) 2008(1)(2) 2007(2)  2006(2)(3)(4) 20052)(3)(5)(6) ___2004(2)
(Unaudited)
STATEMENTS OF INCOME DATA:
OPpErating rEVENUES ..........ccveviveerereiresrerreresiereereseeresessesesnens $ 1,701,643 $ 1,583,241 $ 1,628,605 $ 1,508,851 $ 1,266,225
OPperating EXpenses .......cceevvrevueeiveeeeerrenresreersreiseessessessneonne 2,091,065 1,807,695 1,700,887 1,474,283 1,283,505
(Loss) income from operations ...........ccccceeeeeereeereeereenneennens (389,422) (224,454) (72,282) 34,568 (17,280)
Gain on the sale and development of real estate and equity
INEETESES 1.vvvereieeeieeerceeiie e creeear e eene et et eete e s s e saeeseeeennes 17,374 105,081 51,347 81,723 14,025
Sunrise’s share of earnings, return on investment in
unconsolidated communities and gain (loss) from
investments accounted for under profit-sharing method... (15,175) 108,969 42 845 12,615 a0
(Loss) income from continuing operations.......................... (379,764) (18,227) 15,677 82,996 (3,542)
(Loss) income from discontinued operations, net of tax..... (37,284) (52,048) (393) 68 75
Extraordinary 10ss, net of taX ......c.ccceeeverveceecvenneicreeeeaneenne. (22,131) —
Net (10SS) INCOME ..vevvveerreirieriicreenreereeeeesreeseesaeereeeeereesseas (439,179) (70,275) 15,284 83,064 (3,467)
Net (loss) income per common share:
Basic
Continuing OPErations ............ccueeeeverreeevreeeireereereeseeeseenens $ (7.54) $ 037 $ 032 $ 2.00 $ (0.08)
Discontinued operations, net of taX........cccccoevveevvievrervennen. (0.74) (1.04) (0.01) — —
Extraordinary 1oss, net of tax ........cc.ocovevvevvivivecicciireenens (0.44) o — — —
Net (1088) INCOME ......vevveveriieieerieietiris e eeeeeeene $ (8.72) $ (141 $ 031 $ 2.00 $ (0.08)
Diluted
Continuing OPErations .........cvcverververresreseeseereeseesreereeresneans $ (754) $ 0.37) $ 031 $ 1.74 $ (0.08)
Discontinued operations, net of taX.........co.ovveeveeveevrennnn. 0.74) (1.04) (0.01) — —_
Extraordinary 10ss, net of tax ........cccoevevveevvieiineiciicreenens (0.44) — — — —
Net (10SS) INCOME ......vveevveeeirieirieeaereeeeeeeeereeeeereeeeeeeeeens $ (8.72) $ (1.41) $ 030 $ 1.74 $ (0.08)
BALANCE SHEET DATA:
Total CUITENE ASSELS ....veerierieeeeeireereeeeeee e eeree e sreenes $ 304908 $ 529964 $ 361,998 $ 326,888 $ 282,524
Total current liabilitieS.......cccc.ocvvvvuviiiiiiiieiicecnene, oo 735,421 646,311 451,982 280,684 203,998
Property and equipment, Net ...........ccccevveereeiesreneenerennns 681,352 656,211 609,385 494,069 359,070
Property and equipment subject to a sales contract, net...... — — 193,158 255,231 473,485
Property and equipment subject to financing, net............... — 58,871 62,520 64,174 28,988
GOOAWIIL ..o 39,025 169,736 218,015 153,328 121,825
TOtAl @SSELS..couviieuiieiieretieeiee ettt et 1,381,557 1,798,597 1,848,301 1,587,785 1,506,453
Total debt.....ooiveiiiiiiiiriiicieeiece e 636,131 253,888 190,605 248,396 191,666
Deposits related to properties subject to a sale contract...... — — 240,367 324,782 599,071
Liabilities related to properties accounted for under the
financing MEthod .........cceevivevieeieiiiieieiiee e — 54,317 66,283 64,208 24,247
Deferred income tax liabilities...........cocvevviiviiivecirerinresnnne 28,129 82,605 78,632 70,638 60,692
Total Habilities ......ccvvecveeevivinei it 1,233,643 1,214,826 1,201,078 1,094,209 1,139,750
Total stockholders’ equity.........cceevevueeiieeceeiiecriecreereeereenne. 138,528 573,563 630,708 480,864 365,122
OPERATING AND OTHER DATA:
Cash dividends per common share..................... ST $ — 3 — 3 — 3 —  $ —
Communities (at end of period):
Consolidated COMMUNITIES........coveereveeeirerreeeieeeeeeeeeeeeen 72 62 62 59 57
Communities in unconsolidated ventures ..............cccc....... 203 199 180 153 122
Communities managed for third party owners................... 160 174 180 186 183
TOAL ..ttt 435 435 422 398 362
Resident capacity:
Consolidated COMMUINILIES ......ccvvvveerereeeereierereeieeeeesieeessons 9,909 8,683 8,646 7,980 7,943
Communities in unconsolidated ventures .........ccccuvveeenn.... 22,826 22,340 20,433 16,485 10,929
Communities managed for third party owners................... 21,608 22,894 23,091 26,208 24,237
TOtAl ..o 54,343 53,917 52,170 50,673 43,109

(1) In 2008, we wrote-off $121.8 million of goodwill from our acquisitions of MSLS and Karrington Health, Inc., we wrote-off
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3)

C)

(&)

©)

$95.8 million of abandoned development projects, we incurred restructuring and severance costs of $18.1 million, we incurred
$36.5 million in impairment charges related to owned communities and land parcels and we consolidated our German
communities on September 1, 2008.

In December 2008, our Trinity subsidiary ceased operations. Trinity’s results of operations from acquisition in September 2006,
along with two communities sold in 2008 are classified and presented as discontinued operations.

In 2006, Five Star bought out 18 management contracts and we received $134.7 million related to their buyout. We also wrote
off $25.4 in unamortized management contract intangible assets. In 2005, Five Star bought out 12 management contracts and we
received $83 million related to their buyout. We also wrote off $14.6 million in unamortized management contract intangible
assets.

In February 2006, we completed the redemption of our remaining 5.25% convertible subordinated notes due February 1, 2009
through the issuance of common stock. Prior to the redemption date, substantially all of the approximately $120.0 million
principal amount of the notes outstanding at the time the redemption was announced had been converted into approximately
6.7 million shares of common stock. The conversion price was $17.92 per share in accordance with the terms of the indenture
governing the notes.

In May 2005, we acquired 100% of the equity interests in Greystone, a developer and manager of CCRCs. The operating results
of Greystone are included in our restated consolidated statement of income beginning May 10, 2005.

In October 2005, we completed a two-for-one stock split in the form of a 100% stock dividend. As a result of the stock split, each
stockholder received one additional share of common stock for each share on that date. All per share amounts have been adjusted
to reflect the stock split for all periods presented.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

The following discussion should be read together with the information contained in our consolidated financial statements, including
the related notes, and other financial information appearing elsewhere herein.

Overview

We are a Delaware corporation and a provider of senior living services in the United States, Canada, the United Kingdom and
Germany.

At December 31, 2008, we operated 435 communities, including 391 communities in the United States, 15 communities in Canada,
20 communities in the United Kingdom and nine communities in Germany (including two communities that were closed in January
2009), with a total resident capacity of approximately 54,340. Of the 435 communities we operated at December 31, 2008, 47 were
wholly owned, 15 were under operating leases, 10 were consolidated as a variable interest entity, 203 were owned in unconsolidated
ventures and 160 were owned by third parties. In addition, at December 31, 2008, we provided pre-opening management and
professional services to 26 communities under construction, of which 19 communities are in the United States and seven communities
are in the United Kingdom, with a combined capacity for approximately 2,700 residents. During 2008, we opened 19 new
communities, with a combined resident capacity of approximately 2,600 residents, which were developed by us.

As a part of our operating strategy, we may provide limited debt guarantees to certain of our business ventures, guarantee that
properties will be completed at budgeted costs approved by all partners in a venture, or provide an operating deficit credit facility as a
part of certain management contracts. For information regarding these various guarantees refer to “Liquidity and Capital Resources”
below.

The stock markets and credit markets in the United States and the rest of the world have been experiencing significant price
volatility, dislocations and liquidity disruptions. As a result the market prices of many stocks, including ours, have fluctuated
substantially and these circumstances have materially impacted liquidity in the financial markets, making terms for certain financings
less attractive, and in some cases have resulted in the unavailability of financing. Continued uncertainty in the credit markets has
caused us to significantly reduce the scope of our development business and may negatively impact our ability to refinance our Bank
Credit Facility and our maturities of long-term debt due in 2009 and 2010, at reasonable terms. There are also current maturities of
venture debt due in 2009 of approximately $460 million. A prolonged downturn in the financial markets may cause us to seek
alternative sources of potentially less attractive financing, and may require us to further adjust our business plan accordingly. These
events also may make it more difficult or costly for us to raise capital, including through the issuance of common stock. The
disruptions in the financial markets have had and may have a material adverse effect on the market value of our common stock and
other adverse effects on us and our business.

Because of our current financial position and the significant debt maturing in 2009 and 2010, we are seeking to preserve cash,
reduce our financial obligations and reach negotiated settlements with various creditors to preserve our liquidity. Specifically, we have
been seeking to reduce our payments under our guarantee obligations for development projects and our operating deficit obligations
for our German communities, our Fountains venture and our Aston Gardens venture, which have historically been the source of
significant payments by us. In conjunction with our development ventures, we have provided project completion guarantees to venture
lenders and the venture itself, operating deficit guarantees to the venture lenders whereby after depletion of established reserves, we
guarantee the payment of the lender’s monthly principal and interest during the term of the guarantee, income support guarantees to
venture partners and guarantees to the venture to fund operating shortfalls. Accordingly, we must reduce our debt and restructure
and/or divest these burdensome financial guarantees including operating deficit funding and completion guarantee obligations. We are
not in compliance with many of the financial covenants in our loan agreements and the loan agreements of our ventures. We have not
made principal or interest payments on the loans for our German communities in 2009, we have not paid default interest on the loan to
our Fountains venture and we have not paid income support payments to the venture partner in the Fountains venture. We have
commenced discussions regarding the restructuring of claims with the lenders to our German communities, the lender for the
Fountains portfolio, our venture partner in the Fountains and certain other lenders, and we will not be in compliance with the financial
covenants in our Bank Credit Facility on March 31, 2009. The existence of these factors raises substantial doubt about our ability to
continue as a going concern. Our auditors have modified their report with respect to the 2008 consolidated financial statements to
include a going concern reference.
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Significant Developments

See “Business” for a discussion of significant developments in 2008 and 2009.
Results of Operations

We currently classify our continuing consolidated operating revenues as follows:

* management fees related to services provided to operating and pre-opened communities for unconsolidated ventures and third-
party owners;

+ resident fees for consolidated communities;

« ancillary fees for care provided in certain communities;

» professional fees from development, marketing and other services; and

* reimbursed contract service revenue related to unconsolidated ventures and third party owners.
Operating expenses are classified into the following categories:

+ community expense for our consolidated communities, which includes labor, food, marketing and other direct community
expense;

» lease expense for certain consolidated communities;

* depreciation and amortization;

* ancillary expense;

» general and administrative expense related to headquarters and regional staff expenses and other administrative costs;
+ venture expense for asset management and venture accounting;

« development expense for site selection, zoning, community design, construction management and financing incurred for
development communities;

« impairment of goodwill and intangible assets;

« write-off of abandoned projects;

 impairment of communities;

« provision for doubtful accounts;

« loss on financial guarantees and other contracts;
» write-off of unamortized contract costs; and

» reimbursable contract service expense related to unconsolidated ventures and third-party owners.
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Our results of operations for each of the three years in the period ended December 31 were as follows:

Percent Change

Year Ended December 31, 2008 vs. 2007 vs.
(In thousands) 2008 2007 2006 2007 2006
Operating revenue:
Management fEES ..........cviveerveeneriinreeicrreecrece et $ 139,409 $ 127,830 $ 117,228 9.1% 9.0%
BUuyout fEes ......ceocveiineniieeicerc e 621 1,626 134,730 (61.8)% (98.8)%
Resident fees for consolidated COMMUNILIES .....c.ccvveverevveeererenennn. 435,580 400,238 379,442 8.8% 5.5%
ANCIIIATY fEES ...ccvevverieiiceeeetee ettt 54,633 58,645 56,673 6.8)% 3.5%
Professional fees from development, marketing and other ........... 59,969 38,855 28,553 54.3% 36.1%
Reimbursed CONLract SErViCes..........oovvvrreeeiecvrenrenreereeereesereesneanne 1,011.431 956.047 911.979 5.8% 4.8%
Total OPErating IEVENUE.........cceoerererererrrerierrnsresesseeereseesesessesesens 1,701,643 1,583,241 1,628,605 7.5% 2.8)%
Operating expenses:
Community expense for consolidated communities ..................... 335,739 288,180 274,545 16.5% 5.0%
Community 1€aSe EXPENSE.......ccuvvererirrrerieriereeiisreseeeaeeereseeseseas 60,145 62,588 59,046 3.9% 6.0%
Depreciation and amortiZation ..........cccceevvervenreerenneeeinesneeeseesneens 51,276 52,701 47,687 2.7% 10.5%
ANCIlATY EXPENSE......ecvirerieiererieriiererteieestsesre st sasssesesessessesessenns 60,620 68,958 59,029 (12.1)% 16.8%
General and administrative ............coeceevreviinreereeneeeeceece e 163,159 181,325 131,473  (10.0)0% 37.9%
VENUIE EXPENSE....evvrrrerrirreereeieaiereiereiressresserseesessseseessersosssnsessnenne 6,807 7,187 5,516 (5.3)% 30.3%
Development EXPENSE .......ccviviecreecreenriernernrerireenseessesnesseessessneennes 78,305 72,016 63,634 8.7% 13.2%
Impairment of goodwill and intangible assets............cc.ccceurrerennnnn. 121,828 — — N/A N/A
Write-off of abandoned development projects..............cccvereenennn... 95,763 28,430 1,329 NM NM
Impairment of owned communities and land parcels.................... 36,510 7,641 15,049 NM (49.2)%
Accounting Restatement and Special Independent Committee
inquiry, SEC investigation and pending stockholder litigation... 30,224 51,707 2,600 (41.5% N/A
RESITUCIUTING COSL ....ecueveieririeiriireseeteinteeeresteseessesesneseresaeesere s 18,065 — — N/A N/A
Provision for doubtful aCCOUNLS ...........cveevivevireeeeeeeeeeeeeeeeeeeeeeens 22,628 8,910 13,965 154.0% (36.2)%
Loss on financial guarantees and other contracts..............ccocu...... 5,022 22,005 89,676 (77.2)% (75.5)%
Write-off of unamortized contract COsts...........covevvvervecreeereereeenne. — — 25,359 N/A N/A
Reimbursable CONract SErVICes.......ccovuevrevrerveeeerneerreeeeevenneennes 1.004.974 956,047 911,979 5.1% 4.8%
Total Operating EXpPenses.........ccceecveerreeereerrerrneereeeseensesnseesseseeensens 2,091,065 1,807,695 1,700,887 15.7% 6.3%
LSS frOm OPErations............eceeeeeueesieeieeeenreenreseeeeseeesesesesesenenns (389,422) (224,454) (72,282) 73.5% NM
Other non-operating income (expense):
INterest INCOME...........cccecuivrirrieienireeee ettt rr et re e 6,600 9,514 9,476  (30.6)% 0.4%
INtErest EXPENSE.....coceevviriririiiiinrirrtrcteecre e e e e b b esreeares (21,406) (6,650) (6,194) NM 7.4%
LOSS ON INVESMENLS .....ccceervrerreieriiieeeesteeeieere e e ereeesessaeeeneas (7,770) — (5,610) N/A N/A
Other (EXPense) iNCOME .......c.couvurvrerererrireieirieireresreriseseresseseesens (21,602) (6,089) 6.706 * NM NM
Total other non-operating (expense) inCome............cceceerrvvereennnen (44,178) (3,225) 4,378 NM NM
Gain on the sale and development of real estate
and eqUILY INTETESES ......cccveeiveeieerreerierrene e erresreeseeesteeseesereseeessenes 17,374 105,081 51,347 (83.5)% 104.6%
Sunrise’s share of (loss) earnings and return on investment in
unconsolidated COMMUNILIES........ccecevrevreereerneeiieeieieseieereeeeenneen (13,846) 108,947 43,7702 (112.7)% 149.3%
(Loss) income from investments accounted for under the profit
sharing MEthod........cccccoiiiririnieeieceecee e (1,329) 22 857) NM (102.6)%
MINOTILY INEETESLS ..c.eeveueniaietitrreriesteetestee e es et ese e eeeerecreenseneans 8,154 4,470 6.916 824% (354)%
(Loss) income before provision for income taxes, discontinued
operations and extraordinary loss..........coceveevevevieeriveeereveeerennn. (423,247) (9,159) 33,204 NM NM
Benefit from (provision for) income taxes............cccceevveerveevenneenne. 43,483 (9,068) (17,527) NM (48.3)%
(Loss) income before discontinued operations and
eXtraordinary 10SS.........cccvevverrrrererirnreeieieeseeesr e (379,764) (18,227) 15,677 NM NM
Discontinued operations, net 0f taX..........coceceeveeverericnrennerecieeenens (37,284) (52,048) (393) (28.9)% NM
(Loss) income before extraordinary 108s .........ccecveervveerrneerernnnnan (417,048) (70,275) 15,284
Extraordinary 10ss, net Of taX ........cccevevereevverirecieeiecieenieeeeeeenneene, (22,131) — — N/A N/A
Net (10SS) INCOME ...c..eeveiieiiaiireieerrreeeeeeeeeebeere s e s esree s enaee e $ (439179 $_ (70,275) $ 15,284 NM NM
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The following table summarizes our portfolio of operating communities at December 31, 2008, 2007 and 2006:

Percent Change
As of December 31, 2008 vs. 2007 vs.
2008 2007 2006 2007 2006

Total communities

(@00) 1 170) Ta 1 <Y OO PROIN 62 62 62 0.0% 0.0%
Variable INtEreSt ENTILIES.....ocovvviveriiiiiiiiieieeiereiesisrerereeeeersssesseseseessesssssraresessseesernnes 10 1 — N/A N/A
UNCONSOIAALEA .....coeovviiiiiiiiiiiiiiiiieieieieieteieeeereterer e eeerare e rrrrstabebara s sssesssssesassasanes 203 198 180 2.5% 10.0%
MEANAZEA ...ttt s st sae e ae s 160 178 180 (10.1)% (1.1)%
TOTAL....eeiieeieceteeeee et ettt et e e re e etbe e e bsaesbee e rr e e baesean g e et aeanate s erbseabanenaneanan 435 439 422 (0.9Y% 4.0%
ReESIAENt CAPACILY -..eeeeriniieiiieiieiieitee ettt a e saas st st b s anenns 54,343 53917 52,170 0.8% 3.3%

Large and unusual items included in net (loss)/income for the three years included the following:

(In millions) 2008 2007 2006
IMPAIrMENE OF ZOOAWILL ..evuveiriererereeeeeicciiiet ettt et e ess bbbt sttt sas $(122)%$ — $§ —
Write-off of abandoned development ProOJECtS..........ccoviriiiiniiiiniiniiiii e 96) (28) )]
Loss from discontinued OPEIAIONS .........ccceeviereecriiiiiiiiiniiiniiiie ittt srbe st e s sbs s ean e sn s s beesnsennsenranas 37  (52) —
Impairment of owned COMMUNILIES .........ccccoviriiiiriiiiiiiiiiiii bbb b snees 37 8) (15)
Expenses relating to Accounting Restatement, Special Independent Committee inquiry, SEC investigation

and pending stockholder LitiGatiOn..........cociiiiiiiiiiiiniiiii s : B0 (52 3)
Extraordinary loss due to consolidation of German VENtUIE............cccvvvvinriniininiiienientine s 22) — —
RESITUCTUIING COSES....c.uictiriirmiiiiiiieiitire ettt st as e e b et b s besasebs e b asbe e e resrneaes (18) — —
Write-down Of €qQUILY INVESTIMEINLS .......ccververiierereeerteiesienresieeserieesestesre st st seesseeresenesesssessasasssessssassssesssssesassans (16) (25) —
Loss on guarantees related to our CONdOMINIUM PIOJECL.......cecvereirerririreririieiiiiesiesisie e st beess 3) (6) 17)
Loss on guarantees related to The FOuntaings VENtULE .............cccerviiriiiiiiniiniiniiniirieieiis s ) — (22)
Write-off of intangible assets associated with buyout of management CONtracts............ccoeevveveninerveevnennenn, — — (25)
Loss on guarantees related t0 oUr GErmany VENLUTE ............covueviiiiiiiiiciiiiniinieisisieseesressesanesissessssssenssesssenne — (16) (50)
Venture recapitalizations and refinanCing.........ccccccoverrerieniiiiiniiiiii st 21 57 48
Real estate gains deferred from prior years recognized in the current period...........cocoeevveeinienreisiencnicieiennnne 8 85 35
Buyout of management CONIIACES. .......cocevveruiiiiiiiiiiiiiiii ittt s as e as e s st e s basabssanesanaans 135

SO S s
Operating Revenue
Management fees

2008 Compared to 2007

Management fees were $139.4 million in 2008 compared to $127.8 million in 2007, an increase of $11.6 million, or 9.1%. This
increase was primarily comprised of:

» $6.8 million increase from fees associated with existing communities of which $4.8 million is attributable to an increase in
average daily rates in North America, $2.2 million is attributable to international communities and a decrease of $0.2 million due
to lower occupancy;

¢ $2.6 million increase in management fees from 17 communities accounted for under the deposit method through July 2007 with
no management fee recognition;

* $4.0 million of expense in 2007 related to a one time refund pursuant to an agreement with a venture partner;
* $1.4 million increase of fees from communities in the lease-up phase;
* $1.2 million increase of fees related to Greystone;

* $2.4 million decrease from terminated management contracts; and
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+ $1.9 million decrease in incentive management fees.
2007 Compared to 2006

Management fees were $127.8 million in 2007 compared to $117.2 million in 2006, an increase of $10.6 million, or 9.0%. This
increase was primarily comprised of:

+ $7.2 million from fees associated with existing North American communities primarily due to increases in rates;

$3.1 million of incremental revenues from existing international communities;

$3.8 million of incremental revenues from 31 new communities managed in 2007 for unconsolidated ventures and third parties;

$5.1 million in incremental incentive management fees; and

$6.6 million decrease due to contract terminations.
Buyout fees
In 2008, one management contract was bought out for a fee of $.6 million. In 2007, two management contracts were bought out for
a fee of $1.6 million. In 2006, Five Star Quality Care, Inc. (“Five Star”) bought out 18 contracts for a total buyout fee of
$134.7 million.
Resident fees for consolidated communities

2008 Compared to 2007

Resident fees for consolidated communities were $435.5 million in 2008 compared to $400.2 million in 2007, an increase of
$35.3 million, or 8.8%. This increase was primarily comprised of:

« $29.8 million from existing consolidated communities primarily resulting from increases in average daily rates;

$11.3 million from the consolidation of nine German communities on September 1, 2008;

$1.8 million from the addition of three consolidated Canadian communities that were opened during 2008; offset by a

$5.2 million decrease from two communities previously accounted for under the financing method of accounting in 2007.
2007 Compared to 2006

Resident fees for consolidated communities were $400.2 million in 2007 compared to $379.4 million in 2006, an increase of
$20.8 million, or 5.5%. This increase was primarily comprised of:

+ $17.3 million from existing communities due to an increase in the average daily rate and fees for other services; and

* $3.4 million from the acquisition of one community.

Ancillary fees

In millions 2008 2007 _ 2006
INEW YOTK HEAlth CaAre SEIVICES ..uvviireeeeiiireeeiriereieeseesssiatesessseeessssereesssssesssssssssassessssssaresasstnsssesssnsesesasseesesesnne $ 353 % 306 $ 25.7
Fountains HEalth Care SEIVICES .....vciioviviiiieieiieeeerirereeeerireeeassteeeesssesesseeessssssseessssesesessesesessnenesessntesssassssssassnnes 5.5 5.9 7.0
International HEalth Care SEIVICES ....ccviviiiieeeiieirreeieireeeeiiereeeiieesesraeesesereneesesssaessssnsaessssessesssesessasanesssssssessssnnns 13.8 13.6 4.8
AL THOINE ..o eeteieeeeeeeeeee ettt s eesesettbttesesesebaraseesseeaasssassasasasssesassarasassaassssesataaeasassasssseraaeaessesesasssastanenssessssrrnsneesesssas — 8.5 19.2

$ 54.6 $ 586 § 56.7
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There was an $8.5 million decrease in revenue in 2008 that resulted from the deconsolidation of Sunrise At Home in the second
quarter of 2007 partially offset by a $4.7 million increase in New York health care services due to increased occupancy and increased
utilization of ancillary services by our residents.

There was an $10.7 million decrease in revenue in 2007 that resulted from the deconsolidation of Sunrise At Home in the second
quarter of 2007 partially offset by a $4.9 million increase in New York health care services due to increased occupancy and ancillary
services and an $8.8 million increase in international health care services due to a full year of operations.

Professional fees from development, marketing and other

Professional fees from development, marketing and other were as follows:

(In millions) _2008 2007 _2006

INOTT AINIEIICA ..evivereiereereseieseeeteeeestesesstsessseresstessessesssasassesssnseshsesaensensassasbessasssessensenssensesstesesstensessssnesssosnesneras $261% 82% 45
TNEEITIAIONAL ... eeeeeiiiieriieesieieeeessrre e e eresesseseesssesesssstasesrnrranansssasarasanasesaneseesasssesssensesesessareresnsttresosinnessisranssssans 184 189 12.5
GIEYSIONE ....cueevereeneeteteereeatesestessesessesessaresessrsnentstbebesssasobesssrssenssarsobesheshsassesasassesnabestasnebeas et ase st st sassbe st s ronasnesesas 155 _11.8 _ 116

2008 Compared to 2007

The $17.9 million increase in North America professional fees from development, marketing and other revenue is due to the net
increase of nine communities under development in North America for which we are earning professional fees, from five communities
in 2007 to 14 communities in 2008.

2007 Compared to 2006

Professional fees from development, marketing and other revenue was $38.9 million in 2007 compared to $28.6 million in 2006, an
increase of $10.3 million, or 36.1% due primarily to the following:

* $5.2 million in fees for international paid to us by our ventures or venture partners as compensation for either brokering the sale
of venture assets or the sale of the majority partner’s equity interest in a venture; and

+ $3.2 million in North American development fees as five communities earned fees throughout all of 2007 compared to only a
portion of the year in 2006.

Reimbursed contract services
Reimbursed contract services were $1,011.4 million in 2008, $956.0 million in 2007 and $912.0 million in 2006. The 5.8% increase
in 2008 was due primarily to an increase in the number of communities managed during 2008, from 376 in 2007 to 383 (before the
consolidation of our nine German communities on September 1, 2008 and the termination of 11 communities at the end of November
2008) and higher costs primarily due to inflation for items such as labor, food, and utilities partially offset by decreased labor costs in

Canada as the workers in the communities are no longer our employees but are employed directly by the communities. The increase of
4.8% in 2007 was due primarily to a 4.4% increase in the number of communities managed, from 360 to 376.

Operating Expenses
Community expense for consolidated communities
2008 Compared to 2007

Community expense for consolidated communities was $335.7 million in 2008 compared to $288.2 million in 2007, an increase of
$47.6 million, or 16.5%. This increase was primarily comprised of:

* $26.9 million from existing communities resulting primarily from increased labor, utility, and repairs and maintenance costs;

* $16.7 million from the consolidation of our nine German communities on September 1, 2008; and
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* $4.0 million from the addition of three Canadian communities that were opened during 2008.
2007 Compared to 2006

Community expense for consolidated communities was $288.2 million in 2007 compared to $274.5 million in 2006, an increase of
$13.6 million, or 5.0%. This increase was primarily comprised of:

* $11.6 million increase from existing communities resulting primarily from increased labor costs; and
* $2.0 million increase from the acquisition of one community.
Community lease expense

2008 Compared to 2007

Community lease expense decreased $2.4 million or 3.9% primarily due to a decrease in contingent rent of $2.9 million partially
offset by a $0.6 million increase in base rent in one community. In 2008, contingent rent was $5.3 million compared to $8.2 million in
2007.

2007 Compared to 2006

Community lease expense was $62.6 million in 2007 as compared to $59.0 million in 2006, an increase of $3.5 million, or 6.0%.
This increase was primarily a result of new international communities and increases in contingent rent. Contingent rent was
$8.2 million in 2007 as compared to $6.5 million in 2006.

Depreciation and amortization

Depreciation and amortization expense by segment was as follows:

(In thousands) 2008 2007 2006

INOTTH AINETICA ....vvoveeeveeeeeeesee ettt et e b st s s esseeeteasesseesesstsnesstsosenesestentssaenesesentensennseeseeesesasenen $ 44848 $ 47,747 $ 43,985
GIEYSIONE ...ttt e st s s et a s b e s st s e st s s e saesese s st se st et esestasasseseseseseanane 3,249 4,068 3,462
UK QN CANAAA.......ooovvriiiiiiiieieeee v seseteeeeseveessseaeeessstsesessessssanesessensnsnssonnnssssssnesesasssessassesesesans 1,182 750 160
GEITIANY ...ovviiiiiiiiiicc ettt st ettt s e et skt e et st et e st et et e st e asesassesaessesensensessrsenssssas 1,997 136 80

$ 51,276 $ 527701 $ 47.687

Depreciation and amortization expense was $51.3 million, $47.3 million and $37.5 million in 2008, 2007 and 2006, respectively,
excluding depreciation expense related to properties subject to the deposit method, financing method and profit-sharing method of
accounting. See Note 8 to consolidated financial statements.

2008 Compared to 2007

The decrease in depreciation and amortization expense of $1.4 million was primarily comprised of decreases related to $6.1 million
of depreciation recorded in 2007 relating to assets accounted for under the deposit method, $1.2 million related to the termination and
write-off of certain development and management contracts in 2007 and $1.1 million related to sales of communities partially offset
by an increase in depreciation expense of $7.0 million for assets placed in service and consolidated in 2008.

2007 Compared to 2006

Depreciation and amortization expense was $52.7 million in 2007 as compared to $47.7 million in 2006. The increase in
depreciation and amortization expense of $5.0 million was primarily comprised of $5.5 million from fixed assets placed in service and
the acceleration of certain asset lives and $4.0 million increase in amortization due to an acceleration of certain management contract
lives. The increases were partially offset by a $4.5 million decrease related to the sales of communities.
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Ancillary expenses

(In millions) 2008 2007 2006

INEW YOIK HEAIth CATE SEIVICES .eeeiuveeeeeerrereeeesiteieteieeeesteessseeeiseeeasseesssesssseassasassseanssessssasseesasnessssesssasessnsesns $ 333 % 327 % 235
Fountains HEalth Care SEIVICES ....uvviivvureierireeeeeitieeeiiteteisereeeseeseeeseeassaeettaeesssssresesosseeesanseesssasseessnseeessssraressanes 5.1 5.7 6.0
International HEalth Care SEIVICES ....couvvieeereeeeeirieieiitreeeserteeeeersrerseeisteaesbseeesasarasesassasesasneesasssesessnssneessssrasessonns 222 217 8.9
AL HOINIC . eeeeee ettt et e ettt teeesesesentaresesesasesabasesassesasannsresrasasassasbsssaratasesassssassnaaeeesaensaabetbaaaeeeesananranneneeens — 8.8 20.6

60.6 $ 68.9 $ 59.0

The decrease in ancillary expenses of $8.3 million, or 12.0%, in 2008 compared to 2007 was primarily due to the deconsolidation
of Sunrise At Home in the second quarter of 2007, which reduced these expenses by $8.8 million.

The increase in ancillary expenses $9.9 million, or 16.8% in 2007 compared to 2006 was primarily due to a $15.7 million increase
in international health care services due to a full year operations and a $9.4 million increase in New York health care services related
to increased volume partially offset by a $11.8 million decrease due to deconsolidation of Sunrise At Home in the second quarter of
2007.

General and administrative
2008 Compared to 2007

General and administrative expense was $163.2 million in 2008 compared to $181.3 million in 2007, a decrease of $18.1 million, or
10.6%. This decrease was primarily the result of a $19.2 million decrease in bonus expense related to our first U.K. venture.

2007 Compared to 2006

General and administrative expense was $181.3 million in 2007 compared to $131.5 million in 2006. The increase in general and
administrative expense of $49.9 million, or 37.9%, was primarily comprised of:

» $29.2 million increase in bonus expense primarily relating to gains at one of our U.K. ventures. During 2007, our first UK
venture in which we have a 20% equity interest sold seven communities to a venture in which we have a 10% interest. Primarily
as a result of the gains on these asset sales recorded in the ventures, we recorded equity in earnings in 2007 of approximately
$75.5 million. When our UK and Germany ventures were formed, we established a bonus pool in respect to each venture for the
benefit of employees and others responsible for the success of these ventures. At that time, we contractually agreed with our
partner that after certain return thresholds were met, we would each reduce our percentage interests in venture distributions with
such excess to be used to fund these bonus pools. During 2007, we recorded bonus expense of $27.8 million in respect of the
bonus pool relating to the UK venture. These bonus amounts are funded from capital events and the cash is retained by us in
restricted cash accounts. As of December 31, 2007, approximately $18.0 million of this amount was included in restricted cash.
Under this bonus arrangement, no bonuses are payable until we receive distributions at least equal to our capital contributions
and certain loans made by us to the UK and Germany ventures.

* $2.9 million increase in legal expense related to the our exploration of strategic alternatives and the settlement of litigation;
+ $2.6 million increase related to costs associated with potential acquisitions that we decided not to pursue;
+ $9.0 million increase related to the implementation of outsourcing of our payroll processing function to ADP; and

* $5.7 million increase in salaries, employee benefits and travel costs as the result of additional employees to support 17 additional
communities in 2007.

Venture expense
2008 Compared to 2007

Venture expense was $6.8 million in 2008 compared to $7.2 million in 2007, a decrease of $0.4 million. This decrease was
primarily comprised of $0.2 million in salaries and benefits expense and $0.2 million in legal and professional fees.
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2007 Compared to 2006
Venture expense was $7.2 million in 2007 compared to $5.5 million in 2006. The increase in venture expense of $1.7 million was
primarily comprised of $2.3 million in salaries and benefits partially offset by a decrease of $0.6 million in legal expenses related to
potential acquisitions.
Development expense

2008 Compared to 2007

Development expense was $78.3 million in 2008 compared to $72.0 million in 2007, an increase of $6.3 million, or 8.7%. This
increase was primarily comprised of:

* $4.7 million increase from the write-off of prepaid insurance for development projects due to the write-off of three condominium
projects and other development projects; and

* $2.1 million increase in project costs not able to be capitalized as the projects were not considered probable.
2007 Compared to 2006

Development expense was $72.0 million in 2007 compared to $63.6 million in 2006, an increase of $8.4 million, or 13.2%. This
increase was primarily comprised of :

* $2.3 million increase in salaries and benefits resulting from increased staff to support development;

* $2.6 million increase in travel related to the higher level of developmént activity;

* $2.9 million increase in research, legal and other development expenses related to higher level of development activity.
Impairment of goodwill and intangible assets

During 2008, we recorded an impairment charge of $121.8 million related to all the goodwill for our North American business
segment which resulted from our acquisition of Marriott Senior Living, Inc. in 2003 and Karrington Health, Inc. in 1999. The
impairment was recorded as the fair value of the North American business was less than the fair value of the net tangible assets and
identifiable intangible assets. See “Business — Significant 2008 and 2009 Developments”.

Write-off of abandoned development projects

The write-off of abandoned development projects was $95.8 million in 2008, $28.4 million in 2007 and $1.3 million in 2006. In
2008, we suspended the development of three condominium projects and we wrote off $27.7 million of development costs. Also,
based on our decision to decrease our development pipeline, we wrote off approximately $68.1 million of costs related to 215
development projects we discontinued during 2008. The development project write-offs in 2007 primarily relate to the $21.0 million
write-off of capitalized development costs for four senior living condominium projects we discontinued due to adverse economic
conditions.

Impairment of owned communities and land parcels
During 2008, we recorded impairment charges of $19.3 million related to five communities in the U.S., $5.2 million related to two
communities in Germany and $12.0 million related to land parcels that are no longer expected to be developed. During 2007, we

recorded an impairment charge of $7.6 million related to two communities in the U.S. During 2006, we recorded an impairment
charge of $15.0 million related to six small senior living communities in the U.S.
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Accounting Restatement, Special Independent Committee Inquiry, SEC investigation and pending stockholder litigation

We incurred legal and accounting fees of approximately $30.2 million in 2008, $51.7 million in 2007 and $2.6 million in 2006
related to the Accounting Review, the Special Independent Committee inquiry, the SEC investigation and responding to various
shareholder actions. The Special Independent committee activities and the accounting restatement were completed during the first
quarter of 2008; however, we continue to incur legal fees and related expenses in connection with the SEC investigation and
stockholder litigation.

Restructuring cost

During 2008, we initiated a plan to reduce our general and administrative expense, development and venture support head count
and certain non-payroll costs. We have eliminated 165 positions in overhead and development, primarily in our McLean, Virginia
headquarters and recorded severance expense of $15.2 million. In addition, we vacated part of our office space at our McLean,
Virginia headquarters and recorded $2.9 million of expense.

Provision for doubtful accounts
2008 Compared to 2007

The provision for doubtful accounts was $22.6 million in 2008 compared to $8.9 million in 2007, an increase of $13.7 million. The
increase is due primarily to reserving $14.2 million for the Fountains operating deficit loan and $0.5 million for the Aston Gardens
operating deficit loan, both of which may not be realizable based on current economic conditions.

2007 Compared to 2006

The provision for doubtful accounts was $8.9 million in 2007 compared to $14.0 million in 2006. The decrease of $5.1 million is
primarily due to the write-off of an $8.0 million receivable in 2006 resulting from prior fundings under a guarantee which were
deemed to be uncollectible partially offset by 2007 write-offs of operating advances to four ventures.

Loss on financial guarantees and other contracts

Loss on financial guarantees and other contracts was $5.0 million in 2008 which was comprised of approximately $2.6 million in
construction cost overrun guarantees on the condominium project discussed below and $2.5 million for income support.

Loss on financial guarantees and other contracts was $22.0 million in 2007. We recorded an additional $16.0 million loss related to
operating deficit shortfalls in Germany discussed below due to changes in expected cash flows due to slower than projected lease up
and an additional $6.0 million loss related to construction cost overrun guarantees on a condominium project discussed below.

Loss on financial guarantees and other contracts in 2006 includes a $50.0 million loss related to funding of operating deficit
shortfalls in Germany and $22.4 million related to income support guarantees. Also in 2006, we recorded a $17.2 million loss related
to construction cost overrun guarantees on a condominium project.

Write-off of unamortized contract costs

Write-off of unamortized contract costs was $25.4 million in 2006. These costs relate to the buyout of Five Star management
contracts.

Reimbursable contract services

Reimbursable contract services were $1,005.0 million in 2008, $956.0 million in 2007 and $912.0 million in 2006. The increase of
5.1% in 2008 was due primarily to an increase in the number of communities managed during 2008, from 376 in 2007 to 383 (before
the consolidation of our nine German communities on September 1, 2008 and the termination of 11 communities at the end of
November 2008) and higher costs primarily due to inflation for items such as labor, food, and utilities partially offset by decreased
labor costs in Canada as the workers in the communities are no longer our employees but are employed directly by the communities.
The increase of 4.8% in 2007 compared to 2006 was due primarily to a 4.4% increase in the number of communities managed, from
360 to 376.

23



Other Non-operating Income (Expense)
2008 Compared to 2007

Total other non-operating expense was $44.2 million and $3.2 million for 2008 and 2007, respectively. The increase in other non-
operating expense of $41.0 million was primarily due to:

¢ $15.9 million of foreign exchange losses in 2008 compared to $2.3 million of foreign exchange losses in 2007. In 2008, the
exchange loss was comprised of $14.2 million in losses related to the Canadian dollar and $1.7 million in losses related to the
Euro and British pound;

» $7.8 million unrealized loss on our investments in auction rate securities which are classified as trading securities and carried at
fair value. The unrealized loss on our investments was based on an analysis of sales discounts achieved in the secondary market
and management’s judgment and resulted in an estimated discount of 20% from the face amount of the securities. Due to the
uncertainty in the market for auction rate securities, it is reasonably likely that this assumption could change in the future. If the
discount used was 10%, the unrealized loss would have been $3.9 million. If the discount used was 30%, the unrealized loss
would have been $11.7 million; and

¢ $14.8 million increase in interest expense due to increased borrowings and the consolidation of our nine German communities at
September 1, 2008.

2007 Compared to 2006

Interest income remained consistent between years as average cash balances remained relatively unchanged from 2006 to 2007.
Included in interest income is $3.5 million and $2.1 million in 2007 and 2006, respectively, from our insurance captive. Interest
income from the insurance captive does not affect our net income but rather reduces premiums paid by our communities, and
therefore, is offset by reductions in community expense for consolidated communities and reimbursed contract services. Interest
expense increased $0.4 million in 2007 as compared to 2006 due to an increase of $4.1 million related to mortgages and other debt and
$0.3 million increase in loan amortization partially offset by an increase of $4.0 million in capitalized interest due to increased
development activity. Other income (expense) decreased from income of $6.7 million in 2006 to a loss of $6.1 million in 2007 due
primarily to a $1.5 million performance termination cure payment made in 2007 and $1.7 million in foreign exchange losses as a
result of the weakening U.S. dollar against the British pound and the Euro in 2007. 2006 had income of $5.0 million related to the
settlement of the MSLS acquisition and $1.9 million of income earned from collection of a fully-reserved receivable.

Gain on the Sale and Development of Real Estate and Equity Interests
Gain on the sale and development of real estate and equity interests fluctuates depending on the timing of dispositions of

communities and the satisfaction of certain operating contingencies and guarantees. Gains in 2008, 2007 and 2006 are as follows (in
millions):

December 31,
2008  _ 2007  _2006
Properties accounted for under basis of performance of SErviCes........cocvviviniiiiiiiiiiiiinncs $ 96 $ 369% 18
Properties accounted for previously under financing method........c.ccoevviinniniiiine 0.5 32.8 —
Properties accounted for previously under deposit method ..o 0.9 524 353
Properties accounted for under the profit-sharing method...........cccccoevivniniiini 6.7 — —
Land and COMMUNILY SALES.......c.corerieiiriiniiiiicite ittt st ss s e s e sansane e 0.9 5.7 54
CoNAOMINIUIM SALES.......c.cocuereieiieiiei ittt st st a s ses bbb e e e b s aesas e b e san st e sas b e oanan 1.0 — —
Sales of equity interests and Other SAlES..........c.ccvviviiiiiiii e 0.4) 10.6 8.8
Total gains on the sale and development of real estate and equity interests ........cocovevirininiiiiininiinieninnens $ 174 $ 105.1 $ 513

During 2008, 2007 and 2006, we recognized pre-tax gains of approximately $8.1 million, $85.2 million and $35.3 million,
respectively, related to previous sales of real estate where sale accounting was not initially achieved due to guarantees and other forms
of continuing involvement. The gain was recognized in the year those guarantees were released. There is no remaining deferred gain
from previous sales of real estate where sale accounting was not achieved.
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Sunrise’s Share of Earnings and Return on Investment in Unconsolidated Communities

December 31,
(In millions) 2008 2007 2006
Sunrise’s share of earnings (losses) in unconsolidated COMMUNILIES.........ccvevviierereeereierinenniieeeecnas $ 31.0) $ 607 $ (12.0)
Return on investment in unconsolidated COMMUNITIES ....cccvvririiereirniiiiiiniieriirireeeiieeesreresereeesreeenes 334 72.7 55.7
Impairment Of eqUItY INVESLMENLS. .........covviiririirieterereenssei st s e s (16.2) (24.5) —

$ (13.8) $ 1089 § 437

Our share of equity in (losses) earnings in unconsolidated communities decreased $91.7 million in 2008 from 2007 primarily due to
one venture in the U.K. which had a significant transaction in 2007 whereby a venture in which we have a 20% interest sold six
communities to a different U.K. venture in which we have a 10% interest. As a result of the gains on these asset sales recorded in the
ventures, we recorded earnings in unconsolidated communities of approximately $75.5 million during the third quarter of 2007.

The remaining difference in our share of equity in earnings is primarily the result of an increase between 2008 and 2007 of pre-
opening expenses and operating losses during initial lease-up periods.

Our share of equity in earnings and return on investments in unconsolidated communities increased $65.2 million to $108.9 million
during 2007 compared to $43.7 million during 2006 primarily due to the 2007 transaction with our venture in the U.K. described
above.

Excluding this gain, Sunrise’s share of losses in unconsolidated communities, which is primarily the result of pre-opening expenses
and operating losses during the initial lease-up period, remained consistent between 2007 and 2006.

Sunrise’s return on investment in unconsolidated communities primarily represents cash distributions from ventures arising from a
refinancing of debt within ventures. We first record all equity distributions as a reduction of our investment. Next, we record a liability
if there is a contractual obligation or implied obligation to support the venture including in our role as general partner. Any remaining
distribution is recorded in income.

During 2008, our return on investment in unconsolidated communities was the result of the following: (1) the expiration of three
contractual obligations which resulted in the recognition of $9.2 million of income from the recapitalization of three ventures;
(2) receipt of $8.3 million of proceeds resulting from the refinancing of the debt of one of our ventures with eight communities; (3) the
recapitalization and refinancing of debt of one venture with two communities which resulted in a return on investment of $3.3 million;
and (4) distributions of $12.7 million from operations from investments where the book value is zero and we have no contractual or
implied obligations to support the venture.

During 2007, our return on investment in unconsolidated communities was primarily the result of three venture recapitalizations. In
one transaction, the majority owner of a venture sold their majority interest to a new third party, the debt was refinanced, and the total
cash we received and the gain recognized was $53.0 million. In another transaction, in conjunction with a sale by us of a 15% equity
interest which gain is recorded in “Gain on the sale and development of real estate and equity interests” and the sale of the majority
equity owner’s interest to a new third party, the debt was refinanced, and we received total proceeds of $4.1 million relating to our
retained 20% equity interest in two ventures, which we recorded as a return on investment in unconsolidated communities.

During 2006, our return on investment in unconsolidated communities was primarily the result of three venture recapitalizations. In
one transaction, the majority owner of two ventures sold their majority interests to a new third party, the debt was refinanced, and the
total recorded return on investment to us from this combined transaction was approximately $21.6 million. In another transaction, the
majority owner of a venture sold its majority interest to a new third party, the debt was refinanced, and the total return on investment

to us was $26.1 million.

During 2008, we wrote-down our equity investments in our Fountains and Aston Gardens ventures by $10.7 million and
$4.8 million, respectively.

During 2007, we wrote-down equity investments in four unconsolidated ventures. The majority of the charge related to our

investment in Aston Gardens, a venture which acquired six senior living communities in Florida in September 2006. In 2007 and into
2008, the operating results of the Aston Garden communities suffered due to adverse economic conditions in Florida for independent
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living communities including a decline in the real estate market. These operating results are insufficient to achieve compliance with
the debt covenants for the mortgage debt for the properties. In July 2008, the venture received notice of default from the lender of
$170.0 million of debt obtained by the venture at the time of the acquisition in September 2006. Later in July 2008, we received notice
from our equity partner alleging a default under our management agreement as a result of receiving the notice from the lender. This
debt is non-recourse to us, except for monthly principal payments during the term of the debt. Based on our assessment, we
determined that our investment is impaired and as a result, we recorded a pre-tax impairment charge of approximately $21.6 million in
the fourth quarter of 2007.

(Loss) Income from Investments Accounted for Under the Profit Sharing Method
(Loss) income from investments accounted for under the profit sharing method was as follows:

December 31,

2008 2007 2006
REVEIUE ..ottt et e e st e et e et e e e et e eata et esaseessesseeseenseesenessaseaes $ 16635 $ 23,791 $ 19,902
EXPEIISES .....viitiiiiiiieee ettt ettt et e et eb e et a b st et eereseeaeere st enaersenesbestesnens (12,056) __(17.450) __(16.528)
Income from operations before depreciation ...........c..c.ovveviiveiiiiceiciinece et se e eeaene 4,579 6,341 3,374
DEPIeciation EXPENSE .........ccciuiiciioiereererieererecetntetetr et e st sese st sastabases e beseeseseseesessesesenseseseneesereresna — — —
DiStributions t0 OthEr INVESIOIS ...c.cvuvirurerrueirieesieteieiesieteeese et tete st eseeseesessetessessesessesesssssseseseensanas (5.908) (6.319) (4,231)
(Loss) income from investments accounted for under the profit-sharing method ......................... $ (13298 22 3 (857)
Minority Interests

Minority interests were $8.2 million, $4.5 million and $6.9 million in 2008, 2007 and 2006, respectively. The change was due
primarily to increased expenses incurred by the Greystone development entities that we consolidate and the consolidation of our
Germany venture beginning September 1, 2008.

Benefit from (Provision for) Income Taxes

The benefit from (provision for) income taxes was $43.5 million, $(9.1) million and $(17.5) million in 2008, 2007 and 2006
respectively. Our effective tax benefit (rate) was 10.3%, (98.9)% and (52.8)% in 2008, 2007 and 2006, respectively. At December 31,
2008 and 2007, our net deferred tax liabilities were $2.8 million and $49.0 million, respectively and at December 31, 2008 and 2007,
we had a total valuation allowance against deferred tax assets of $138.8 million and $12.4 million, respectively. The effective tax rate
in 2008 is significantly impacted by the increase in the valuation allowance as of December 31, 2008 as we determined that as of the
end of 2008, we are no longer able to conclude that it is more likely than not that net deferred tax assets will be realized. In 2008 the
effective tax rate was significantly impacted by the write-off of goodwill that was partially non-deductible for tax purposes.

Discontinued Operations

Discontinued operations consist of our Trinity subsidiary which ceased operations in December 2008 and is in the process of being
dissolved and liquidated, in addition to two communities sold in 2008 for which we have no continuing involvement. The related tax
benefit associated with discontinued operations was $18.3 million and $0.3 million for 2007 and 2006, respectively. There was no
related tax benefit associated with our discontinued operations as we expect to have a net operating loss carryforward as of
December 31, 2008.

Extraordinary Loss

Under FASB Interpretation No. 46R, Consolidation of Variable Interest Entities (“FIN 46R™), the purchase of the option to acquire
our German venture is a “reconsideration event” and we determined that as of September 1, 2008 the venture is a variable interest
entity and we are the primary beneficiary which requires us to consolidate the venture. FIN 46R requires that assets and liabilities be
consolidated at fair value. In accordance with FIN 46R, the excess of the consideration paid, the reported amount of any previously
held interests and the fair value of the newly consolidated liabilities over the sum of the fair value of the newly consolidated assets be
reported as a non-cash extraordinary loss if the variable interest is not a business. As we currently do not have any plans to develop
additional communities in Germany, we consider this to be an option to purchase nine communities as opposed to a business with
intangible value and therefore, we recorded a non-cash pre-tax extraordinary loss of $22.1 million. There was no related tax benefit
associated with our extraordinary loss as we expect to have a net operating loss carryforward as of December 31, 2008.
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Liquidity and Capital Resources

Overview

We had $29.5 million and $138.2 million of unrestricted cash and cash equivalents at December 31, 2008 and December 31, 2007,
respectively. To date, we have financed our operations primarily with cash generated from operations and both short-term and long-

term borrowings.

In connection with our development ventures, we have provided project completion and operating deficit guarantees to venture
lenders, and, in some cases the ventures themselves. These financial guarantees are designed to assure completion of development
projects in the event of cost overruns, and, after depletion of reserves established in the loan agreements, guarantee principal and
interest during the term of the guarantee. At December 31, 2008, we had committed funding for 26 communities under construction in
North America and the U.K. (not including two additional projects, both of which are wholly-owned). Of these communities under
construction three communities in the U.S. are wholly owned and the rest are in development ventures. We are not in compliance ‘with
the terms of many of these construction loans, and, as a result the lenders could cease funding the projects. We are working with our
lenders and venture partners to address the defaults, and we have explained to these lenders that we do not believe that there will be
material cost overruns and that there are adequate established reserves to fund the lease-up period once the projects are completed. We
believe, and have stated to our lenders that, in our opinion, the best course of action for all parties, including the lenders, is to continue
to fund these projects through completion. There can be no assurance that these lenders will continue to fund the construction and
development of these projects. We estimate that it will cost approximately $251 million to complete the 26 communities we have
under construction (excluding two projects that are suspended) as of December 31, 2008. The two projects under construction that did
not yet have debt financing as of December 31, 2008, are currently suspended and have a carrying value of $38.1 million and
estimated costs to complete of approximately $51.7 million for a total estimated cost of $89.8 million. Construction of these two
projects has been suspended until we can obtain suitable construction financing. We believe that we will have no further equity
contributions for projects under construction (excluding the two suspended projects) as of December 31, 2008, assuming the lenders
continue to fund existing construction loan financing commitments.

We agreed with our U.S. development partners to suspend four construction projects scheduled to start in the fourth quarter of 2008
and we and our partners are evaluating our alternatives for these projects. We had no U.S. construction starts in the fourth quarter of
2008. We and our U.K. development partner declined to proceed with a land closing for which construction financing was not yet
available. We do not expect to commence construction of any projects in the U.S. and only two projects in the U.K. in 2009. We plan
to reduce our U.S. development group from 70 people to less than 10 people through June 30, 2009 as a result of our decision to scale
back our development activities for 2009.

In 2008, we suspended the development of three condominium projects and we wrote-off approximately $27.7 million of
development costs. Also in 2008, based on our decision to decrease our development pipeline, we wrote off approximately
$68.1 million of costs relating to 215 development projects we discontinued during 2008. Our remaining balance of construction in
progress at December 31, 2008 is $88.9 million, consisting of $82.9 million related to three wholly owned projects under construction
(including two projects that have been suspended pending obtaining suitable construction financing) and $6.0 million relating to a
condominium renovation project.

We intend to sell 19 land parcels which have a carrying value of $70.8 million and related debt of $34.3 million. Certain of these
land loans are in default. Nine of these land parcels which met all of the criteria to be classified as held for sale at December 31, 2008
are recorded at a fair value of $46.0 million in the “Assets Held for Sale” portion of the Consolidated Financial Statements.

We do not intend to begin construction in the United States in 2009 and we have only two construction starts projected for the U.K.
in 2009. We do not contemplate funding new seed capital projects related to our Greystone subsidiary at least until the bond financing
markets improve. We will reconsider future development when market conditions stabilize and the cost of capital for development
projects is in line with projected returns.

Additional financing resources will be required to refinance existing indebtedness that comes due within the next 12 months as
discussed in more detail below.
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During October and November of 2008, we received federal income tax refunds of $30.1 million. Additional tax refunds of
approximately $27 million related to the filing of our federal, state and foreign tax returns for 2008 and 2007 are anticipated to be
received during 2009.

Germany Venture

From 2003 through 2006, we invested $13.1 million for our portion of the equity required for our Germany venture. Our partner
invested $52.4 million. Our equity investment was reduced to zero by December 31, 2006 due to start-up losses recorded from 2003
through 2006 and, accordingly, we had no investment carrying value. In 2006, we recorded a $50.0 million loss for expected payments
under financial guarantees (operating deficit guarantees) given to lenders to our nine German communities. In 2007, we recorded an
additional loss of $16.0 million for a cumulative loss of $66.0 million for expected future non-recoverable payments under financial
guarantees. On September 1, 2008, we paid €3.0 million ($4.6 million) to the majority partner in our Germany venture for an option to
purchase its entire equity interest in the venture through a two-step transaction in 2009. We exercised our option in January 2009 and
acquired a controlling interest of 94.9%. Also on September 1, 2008, we entered into an agreement with our partner that gave us
permission to immediately pursue potential restructuring of loans with venture lenders, pursue potential sales of some or all of the nine
communities in the venture and to merge certain subsidiaries of the venture to improve operational efficiencies and reduce VAT taxes
paid. Our decision to purchase this option was based on the fact that we had 100% of the risk for the Germany venture but did not
have control and had only 20% of the equity ownership. Neither the purchase of the option nor the exercise of the option altered our
obligation under any financial guarantees for which we are responsible or altered any of the recourse/non-recourse provisions in any
of the loans.

Under FASB Interpretation No. 46R, Consolidation of Variable Interest Entities (“FIN 46R”), the purchase of the option is a
“reconsideration event” and we determined that as of September 1, 2008 the venture is a variable interest entity and we are the
primary beneficiary which requires us to consolidate the venture. FIN 46R requires that assets and liabilities be consolidated at current
fair value. In accordance with FIN 46R, the excess of the consideration paid, the reported amount of any previously held interests and
the fair value of the newly consolidated liabilities over the sum of the fair value of the newly consolidated assets is required to be
reported as an extraordinary loss if the variable interest is not a business. As we currently do not have any plans to develop additional
communities in Germany, we consider this to be an option to purchase nine communities as opposed to the acquisition of a business
with intangible value and therefore, we recorded a non-cash extraordinary pre-tax loss of $22.1 million.

After our purchase of the option, we restructured the debt for four of the nine communities. As a result of the debt restructuring, the
lender assigned a participation interest in the loan to us in the amount of €30.2 million ($44.3 million) for a purchase price of
$6.388 million in cash and a note that has full recourse to Sunrise Senior Living, Inc. in the amount of $25.6 million, resulting in a
discount of $12.3 million. The remaining debt balance due to the lender after the participation is €50.0 million ($73.4 million), which
1s non-recourse to us, except we have guaranteed the debt to the extent that the sale price of the four Germany communities securing
the debt is less than a stipulated release price for each community. The fair value of the communities approximates the €50.0 million
due to the lender.

For the remaining five communities, we have provided guarantees to the lenders of the repayment of the monthly interest payments
and principal amortization until the maturity dates of the loans. We have not guaranteed repayment of the remaining principal balance
due upon maturity.

We closed the Reinbeck community, which is one of the four properties with a minimum release price, in January 2009. We are
marketing the Reinbeck community for sale. If the Reinbeck community is sold for less than the minimum release price, we would be
obligated to pay the difference between the minimum release price and sale price to the lender. We have also closed our Hannover
community, and we are marketing this property, as well. The loan on the Hannover community is non-recourse to us, but there is an
operating deficit guarantee until debt maturity. Our guarantee of scheduled principal and interest payments for the Hannover
community through 2011 is as follows (in thousands):

2009 ..ottt ae bbb r e A bbb et bbb s st sessesaesebene bt ststan € 1,718 $ 2,421
2000 e ek b et et s AR et bt et b ek b ananas e nereasaetetetetes 1,183 1,667
20TT e e ekttt b a Rt s e R a st et s b s st et e R aereterer et 1,013 1,428

€ 3914 § 5516
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Our estimated future fundings to our German operations for operating losses are as follows (in thousands):

D009 e eseresesesesesesesessssesssssesasssesesess s € 10471 $ 14,758
DOT0 .eeeeoererereoeeeeemmsesesssssssssssssessssessssssssess s 5482 7,727
DOTT reoeeeeeeeeaoeenmemesesessssssessssssssssssssss e 1,781 2,510
DOL2 e eeeeseeemsssessssessss s8R R R = —

€ 17734 § 24,995

Scheduled principal repayments of our Germany venture debt also are included in the Long-Term Debt table in the next section.

In January 2009, we informed the lenders to our German communities and the Hoesel land, an undeveloped land parcel, that our
German subsidiary was suspending payment of principal and interest on all loans for our German communities and that we would seek
a comprehensive restructuring of the loans and our operating deficit guarantees. As a result of the failure to make payments of
principal and interest on the loans for our German communities, we are in default of the loan agreements. We recently entered into
standstill agreements with our lenders to eight of our nine German communities. Pursuant to such standstill agreements such lenders
have agreed not to foreclose on the communities that are collateral for their loans or to commence or prosecute any action or
proceeding to enforce their demand for payment by us pursuant to our operating deficit agreements until the earliest of the occurrence
of certain other events relating to the loans or through March 31, 2009. On December 24, 2008 and February 20, 2009, we described
in our Current Reports on Form 8-K, the standstill agreements with Natixis, London Branch, relating to our communities in Hannover
and Munich, Germany. The other standstill agreements were not material to us and, therefore, were not separately disclosed by us. As
of February 27, 2009, we have not stopped funding the ninth community as the next payment date is March 6, 2009. We do not intend
to make the principal and interest payment due on that date and will seek waivers with respect to this default after that date.

Long-Term Debt and Bank Credit Facility

At December 31, 2008, we had $636.1 million of outstanding debt with a weighted average interest rate of 4.3%. Of the outstanding
debt we had $5.4 million of fixed-rate debt with a weighted average interest rate of 6.8% and $630.8 million of variable rate debt with
a weighted average interest rate of 4.3%. Principal maturities of long-term debt at December 31, 2008 are as follows (in thousands):

Mortgages, Variable
Bank Wholly- Interest Germany
Credit Owned Land Entity  Venture
Facility _Properties _Loans Debt Debt Other __ Total

2009 ..ceceeeeeeeeecere et e s e e s eseennrareaeeeenanne $ 95000 $ 86346 $ 34,327 $ 23,905 $ 185,901 $ 46,970 $ 472,449
2000 et eererarn i asesessansneresseates — 37,217 _— — — — 37,217
20T T et e v e b e s e e esa s e e s ena — 2,364 3,080 — — — 5,444
2072 et eeeeerirarrreeseseerabtaeaeaesesraraseseseserans — 15,033 — — — — 15,033
2003 ettt ee e rra e s e se s erasesesesenens — 100,539 — — — — 100,539
THETCALLET ... evevererererierevrereesseesessersessaessnensesses —_ 5,449 — 5.449

$ 95000 3 246943 $ 37407 523905 5 185901 5 46970 5 636,131

In addition to the amounts due under our Bank Credit Facility, the 2009 maturities include mortgages due on two wholly owned
communities (one for $5.1 million and one for $39.9 million) and mortgage debt on three wholly owned communities that are
currently in default as we have failed to comply with various financial covenants (one for $2.9 million, one for $5.1 million and one
for $31.2 million); $34.3 million in land loans related to properties we intend to sell, $23.9 million of debt related to variable interest
entities as the debt is in default; $12.4 million of principal payments related to the debt of our German communities that is due in 2009
and the remaining amount of the German venture debt which is classified as current as it is in default as we have stopped paying
monthly interest and principal payments in 2009; a $21.4 million margin loan collateralized by auction rate securities with a book
value of $31.1 million and a $25.6 million loan which is related to our German communities and is in default as we intend to stop
paying monthly interest payments in 2009.

Bank Credit Facility

On January 31, February 19, March 13, July 23, November 6, 2008 (“Ninth Amendment”’) and January 20, 2009 (“Tenth
Amendment”), we entered into further amendments to our Bank Credit Facility. These amendments, among other things:
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* temporarily (in February 2008) and then permanently (in July 2008) reduced the maximum principal amount available under the
Bank Credit Facility to $160.0 million; and

* waived compliance with the financial covenants through March 30, 2009.

Our Bank Credit Facility contains various financial covenants and other restrictions, including provisions that (1) require us to meet
certain financial tests; (2) require consent for changes in control; and (3) restrict our ability and our subsidiaries’ abilities to borrow
additional funds, dispose of all or substantially all assets, or engage in mergers or other business combinations in which we are not the
surviving entity, without lender consent.

In connection with the March 13, 2008 amendment, we executed and delivered a security agreement to the administrative agent for
the benefit of the lenders under the Bank Credit Facility. Pursuant to the security agreement, among other things, we granted to the
administrative agent, for the benefit of the lenders, a security interest in all accounts and contract rights, general intangibles and notes,
notes receivable and similar instruments owned or acquired by us, as well as proceeds (cash and non-cash) and products thereof, as
security for the payment of obligations under the Bank Credit Facility arrangements.

In the Ninth and Tenth Amendments, the Bank Credit Facility provided that:

* we are generally prohibited from declaring or making any payment in the form of a stock repurchase or payment of a cash
dividend or from incurring any obligation to do so;

» cffective on the date of the Ninth Amendment, the borrowing rate in US dollars, was LIBOR plus 3.75% or the Base Rate (the
higher of the Federal Funds Rate plus 0.50% and Prime) plus 2.25% (through the end of the then-current interest period).
Notwithstanding anything to the contrary in the Bank Credit Facility, the minimum rate upon which interest could accrue upon
any of the loans at any time could not be less than 5% per annum;

* effective on the date of the Tenth Amendment, the borrowing rate in US dollars, will be LIBOR plus 4.75% Eurodollar Rate
Loans and Base Rate (as defined in the Tenth Amendment) plus 3.25% for Base Rate Loans (5.18% at December 31, 2008);

* there can be no additional borrowings and no issuances of any new letters of credit until April 1, 2009, and then only if we
achieve compliance with the financial covenants of the loan documents;

* compliance with the financial covenants of the Bank Credit Facility from December 30, 2008 through March 30, 2009 is waived;

* triggering of the cross default section of the Bank Credit Facility through March 30, 2009 for certain events of default which
might occur under other credit facilities is waived; and

* we make principal repayments to lenders of $1.5 million and a modification fee of $0.4 million.

The Tenth Amendment also modifies certain negative covenants to limit our ability, among other things to (i) pledge certain assets
or grant consensual liens on such assets; (ii) incur additional indebtedness; and (iii) dispose of real estate, improvements or other
material assets.

In the event that we are unable to revise and restructure our Bank Credit Facility before March 30, 2009, the lenders under the
amended Bank Credit Facility could, among other things, exercise their rights to accelerate the payment of all amounts then
outstanding under the amended Bank Credit Facility, exercise remedies against the collateral securing the amended Bank Credit
Facility, require us to replace or provide cash collateral for the outstanding letters of credit. In the event of an acceleration of our Bank
Credit Facility, we may not be able to make a full repayment of our outstanding borrowings.

As of December 31, 2008, we had no borrowing availability under the Bank Credit Facility. With our cash balance of
approximately $26.1 million at December 31, 2008 we cannot be certain of sufficient liquidity through March 30, 2009 and beyond to
operate the business. Borrowings under our Bank Credit Facility are considered short-term debt in our consolidated financial
statements.

We paid the lenders aggregate fees of approximately $2.5 million for entering into these 2008 amendments.
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New Mortgage Financing in 2008

On May 7, 2008, 16 of our wholly owned subsidiaries (the “Borrowers”) incurred mortgage indebtedness in the aggregate principal
amount of approximately $106.7 million from Capmark Bank (“Lender”) as lender and servicer pursuant to 16 separate cross-
collateralized, cross-defaulted mortgage loans (collectively, the “mortgage loans”). Shortly after the closing, the Lender assigned the
mortgage loans to Fannie Mae. The Borrowers must repay the mortgage loans in monthly installments of principal and variable
interest. Principal payments are based on a 30-year amortization schedule using an interest rate of 5.92%. Variable monthly interest
payments are in an amount equal to (i) one third (1/3) of the “Discount” (which is the difference between the loan amount and the
price at which Fannie Mae is able to sell its three-month, rolling discount mortgage backed securities) plus (ii) 227 basis points
(2.27%) times the outstanding loan amount divided by twelve (12). The maturity date on which the mortgage loans must be repaid in
full is June 1, 2013.

In connection with the mortgage loans, we entered into interest rate protection agreements that provide for payments to us in the
event the LIBOR rate exceeds 5.6145%, pursuant to an interest rate cap purchased on May 7, 2008, by each Borrower from SMBC
Derivative Products Limited. The LIBOR rate approximates, but is not exactly equal to the “Discount” rate that is used in determining
the interest rate on the mortgage loans; consequently, in the event the “Discount” rate exceeds the LIBOR rate, payments under the
interest rate cap may not afford the Borrowers complete interest rate protection. The Borrowers purchased the rate cap for an initial
period of three years for a cost of $0.3 million (including fees) and have placed in escrow the amount of $0.7 million to purchase
additional interest rate caps to cover years four and five of the mortgage loans which amount will be returned to us in the event the
mortgage loans are prepaid prior to the end of the third loan year.

Each mortgage loan is secured by a senior housing facility owned by the applicable Borrower (which facility also secures the other
15 mortgage loans as well), as well as the interest rate cap described above. In addition, our management agreement with respect to
each of the facilities is subordinate to the mortgage loan encumbering such facility. In connection with the mortgage loans, we
received net proceeds of approximately $103.1 million (after payment of lender fees, third party costs, escrows and other amounts).

Other

Certain of our ventures have financial covenants that are based on the consolidated results of Sunrise Senior Living, Inc. In all such
instances, the construction loans or permanent financing provided by financial institutions is secured by a mortgage or deed of trust on
the financed community. The failure to comply with financial covenants in accordance with the obligations of the relevant credit
facilities or ancillary documents could be an event of default under such documents, and could allow the financial institutions who
have extended credit pursuant to such documents to seek the remedies provided for in such documents.

Guarantees

In connection with our development ventures, we have provided project completion guarantees to venture lenders and the venture
itself, operating deficit guarantees to the venture lenders whereby after depletion of established reserves we guarantee the payment of
the lender’s monthly principal and interest during the term of the guarantee and guarantees to the venture to fund operating shortfalls.
As guarantees entered into in connection with the sale of real estate prevent us from either being able to account for the transaction as
a sale or to recognize profit from that sale transaction, the provisions of FASB Interpretation No. 45, Guarantor’s Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others (“FIN 457), do not apply to these
guarantees.

In conjunction with the formation of new ventures that do not involve the sale of real estate, the acquisition of equity interests in
existing ventures, and the acquisition of management contracts, we have provided operating deficit guarantees to venture lenders
and/or the venture itself as described above, guarantees of debt repayment to venture lenders in the event that the venture does not
perform under the debt agreements and guarantees of a set level of net operating income to venture partners. The terms of the
operating deficit guarantees and debt repayment guarantees match the term of the underlying venture debt and generally range from
three to seven years. The terms of the guarantees of a set level of net operating income range from 18 months to seven years. Fundings
under the operating deficit guarantees and debt repayment guarantees are generally recoverable either out of future cash flows of the
venture or upon proceeds from the sale of communities. Fundings under income support guarantees are generally not recoverable.
Operating deficit guarantees related to consolidated properties are not separately accounted for as the operating losses and interest
expense are recorded in the consolidated financial statements.
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The maximum potential amount of future fundings for outstanding guarantees subject to the provisions of FIN 45, the carrying
amount of the liability for expected future fundings at December 31, 2008 and fundings during 2008 are as follows (in thousands):

Fundings
FIN 45 " FASS Total From
Maximum Liability Liability _Liability January 1,
Potential for Future for Future for Future 2008
Amount of Fundings at Fundings at Fundings at Through
Guarantee Type Future December 31, December 31, December 31, December 31,
Fundings 2008 2008 2008 2008
Debt repayment.............coceeeerverernireenencacnenna, $1,510 $ 169 $ — $ 169 $ —
Operating defiCit ........coceceverrvrreenieieriereenenn, Uncapped 947 — 947 20,426
Operating deficit for Germany....................... Uncapped — — — 20,038
Income Support .......ccceeeeeevencveniecnrinieeriene, Uncapped 740 11,991 12,731 7,000
Other ..o — 125 125 125
Total...coooviiieeee e $ 1,856 $ 12,116 $ 13,972 $ 47,589

As of September 1, 2008, the operating deficit guarantees for Germany are no longer reported as financial guarantees due to the
consolidation of this venture for financial reporting purposes. See further discussion in Note 9.

Aston Gardens

In July 2008, we received notice of default from our equity partner alleging a default under our management agreement for six
communities as a result of the venture’s receipt of a notice of default from a lender. In December 2008, the venture’s debt was
restructured and we entered into an agreement with our venture partner under which we agreed to resign as managing member of the
venture and manager of the communities when we are released from various guarantees provided to the venture’s lender. The
management fees for the years 2008 and 2007 were $3.2 million and $3.7 million, respectively.

At Joan inception, we provided the lender a guarantee of monthly principal and interest payments and during 2008, we made
payments under this guarantee since the venture did not have enough available cash flow to cover the default interest payments.
Advances under this guarantee are recoverable in the form of a loan in a capital or refinancing event prior to the repayment of capital
to the partners but subordinate to the repayment of the debt. Through December 31, 2008, we have funded $6.2 million under this
guarantee.

Fountains

In 2008, the Fountains venture, in which we hold a 20% interest, failed to comply with the financial covenants i the venture’s loan
agreement. The lender has been charging a default rate of interest (6.68% at December 31, 2008) since April 2008. At loan inception,
we provided the lender a guarantee of monthly principal and interest payments, and in 2008 we funded payments under this guarantee
as the venture did not have enough available cash flow to cover the full amount of the interest payments at the default rate. Advances
under this guarantee are recoverable in the form of a loan to the venture, which must be repaid prior to the repayment of equity capital
to the partners, but is subordinate to the repayment of the other venture debt. Through December 31, 2008, we have funded
$14.2 million under this operating deficit guarantee which has been fully reserved. These advances under the operating deficit
guarantee are in addition to what we have funded during 2008 under our income support guarantee to our venture partner, which also
have been fully reserved. The default was taken into consideration by the venture when testing its assets for impairment in accordance
with FAS 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” and the book value of the venture’s assets exceeds
the fair value by approximately $52 million. Based on that estimate, we recorded our proportionate share of the impairment, or
approximately $10.3 million during 2008.

In January 2009, we informed the venture’s lenders and our venture partner that we were suspending payment of default interest
and payments under the income support guarantee, and that we would seek a comprehensive restructuring of the loan, our operating
deficit guarantees and our income support guarantee. Our failure to pay default interest on the loan is an additional default of the loan
agreement, the management agreement and our agreement with our venture partner. We have requested that the lender for the
Fountains portfolio agree not to foreclose on the communities that are collateral for their loans or to commence or prosecute any
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action or proceeding to enforce its demand for payment by us pursuant to our operating deficit agreements through March 31, 20009.
As of February 27, 2009 the lender has not yet agreed to our request for a standstill agreement through March 31, 2009.

Senior Living Condominium Project

In 2006, we sold a majority interest in one condominium venture and one related assisted living venture to third parties (see further
discussion in Note 8). The sales are being accounted for under the profit-sharing method as discussed above. In conjunction with the
development agreement for this project, we agreed to be responsible for actual project costs in excess of budgeted project costs of
more than $10.0 million (subject to certain limited exceptions). Project overruns to be paid by us are projected to be approximately
$50.8 million. Of this amount, $10.0 million is recoverable as a loan from the venture and $14.8 million relates to proceeds from the
sale of real estate, development fees and pre-opening fees. During 2008, 2007 and 2006, we recorded losses of approximately
$2.8 million, $6.0 million and $17.2 million, respectively, due to this commitment. Through December 31, 2008, we have funded a
total of $49.8 million to the venture. Construction of this project was substantially complete at December 31, 2008. To the extent that
the pace of sales of condominium units is slower than anticipated or if we are unable to realize the prices projected for the
condominium units, we could be subject to additional losses. No assurance can be given that additional pre-tax charges will not be
required in subsequent periods with respect to this condominium venture.

Other Guarantees

Generally, the financing obtained by our ventures is non-recourse to the venture members, with the exception of the debt repayment
guarantees discussed above. However, we have entered into guarantees with the lenders with respect to acts which we believe are in
our control, such as fraud, that create exceptions to the non-recourse nature of debt. If such acts were to occur, the full amount of the
venture debt could become recourse to us. The combined amount of venture debt underlying these guarantees is approximately
$3.2 billion at December 31, 2008. We have not funded under these guarantees, and do not expect to fund under such guarantees in the
future.

To the extent that a third party fails to satisfy an obligation with respect to two continuing care retirement communities we manage,
we would be required to repay this obligation, the majority of which is expected to be refinanced with proceeds from the issuance of
entrance fees as new residents enter the communities. At December 31, 2008, the remaining liability under this obligation is
$49.6 million. We have not funded under these guarantees, and do not expect to fund under such guarantees in the future.

Agreements with Marriott International, Inc.

Our agreements with Marriott related to our purchase of MSLS in 2003 provide that Marriott has the right to demand that we
provide cash collateral security for Assignee Reimbursement Obligations, as defined in the agreements, in the event that our implied
debt rating is not at least B- by Standard and Poors or B1 by Moody’s Investor Services. Assignee Reimbursement Obligations relate
to possible liability with respect to leases assigned to us in 2003 and entrance fee obligations assumed by us in 2003 that remain
outstanding (approximately $8.9 million at December 31, 2008). Marriott has informed us that they reserve all of their rights to issue a
Notice of Collateral Event under the Assignment and Reimbursement Agreement.

Standstill Agreement for Sunrise of Hannover, Germany

On December 18, 2008, Natixis, London Branch, in its capacity as agent and security trustee for certain lenders under a loan
agreement for our community in Hannover, Germany, dated March 13, 2006, sent us a demand letter requesting that we pay an
amount of €11,224,376 corresponding to the “Cash Flow Deficit” pursuant to the Funding Obligations under the loan. As previously
disclosed, on December 24, 2008, we entered into a Pre-Negotiation and Standstill Agreement (the “Hannover Standstill Agreement”)
with Natixis, London Branch, as agent. Pursuant to the terms of the Hannover Standstill Agreement, the Agent agreed, inter alia, to
commence discussions and negotiations with us and the Borrower relating to certain obligations of us and the Borrower under the
Loans and the Funding Obligations, and to not commence or prosecute any action or proceeding to enforce its demand for payment by
us of the Cash Flow Deficit prior to the occurrence of an event of default, as defined in the Hannover Standstill Agreement, or
March 31, 2009. Sunrise Senior Living and Natixis also entered into a Standstill Agreement (the “Hannover Borrower Standstill
Agreement”) dated December 23, 2008, which agreement is governed by the laws of the Federal Republic of Germany, pursuant to
which the Agent agreed, inter alia, not to enforce any of its acceleration and prepayment rights under the Loans prior to the
occurrence of an event of default, as defined in the Hannover Borrower Standstill Agreement, or March 31, 2009.

33



Standstill Agreement for Sunrise of Munich, Germany

On February 13, 2009, Natixis, London Branch, in its capacity as agent and security trustee for certain lenders under a loan
agreement for our community in Munich, Germany, dated March 24, 2006, sent us a demand letter requesting that we pay an amount
of €8,076,878 corresponding to the “Cash Flow Deficit” pursuant to the Funding Obligations under the loan. On February 19, 2009,
we entered into a Pre-Negotiation and Standstill Agreement (the “Munich Standstill Agreement”) by and among us and Natixis,
London Branch. Pursuant to the terms of the Munich Standstill Agreement, the Agent agreed, inter alia, to commence discussions and
negotiations with us and the Borrower relating to certain obligations of us and the Borrower under the Loans and the Funding
Obligations, and to not commence or prosecute any action or proceeding to enforce its demand for payment by us of the Cash Flow
Deficit prior to the occurrence of an event of default, as defined in the Munich Standstill Agreement, or March 31, 2009. Sunrise
Senior Living and Natixis also entered into a Standstill Agreement (the “Munich Borrower Standstill Agreement”) dated February 19,
2009, which agreement is governed by the laws of the Federal Republic of Germany, pursuant to which the Agent agreed, inter alia,
not to enforce any of its acceleration and prepayment rights under the Loans prior to the occurrence of an event of default, as defined
in the Munich Borrower Standstill Agreement, and shall expire on March 31, 2009 (unless terminated earlier pursuant to the
provisions of the Munich Borrower Standstill Agreement).

Contractual Obligations
Our current contractual obligations include long-term debt, operating leases for our corporate and regional offices, operating leases
for our communities, and building and land lease commitments. In addition, we have commitments to fund ventures in which we are a

partner. See Note 17 to our Consolidated Financial Statements for a discussion of our commitments.

Principal maturities of long-term debt, equity investments in unconsolidated entities and future minimum lease payments at
December 31, 2008 are as follows (in thousands):

Payments due by period

Less More

Than Than
Contractual Obligations Total 1Year _1-3Years _4-5Years _5 Years
Long-term debt ........ccocvviimienirnrirneirnes e $ 541,131 $ 377,449 $ 42,661 $ 115572 $ 5449
Bank Credit Facility ..........ccccoeceveniveniinnirninneeeeeeee et 95,000 95,000 — — —
Greystone seed capital ..........coccoeververrieecennenenn, e 3,199 3,199 —_— — —
Equity investments in unconsolidated entities .................cccoevevrueneneen. 10,359 7,561 2,798 — —
OPerating 18aSes .........ccceueverreeiiririeninirenresisnsese et eree s sessns 507,005 63,335 124,591 116,241 202,838
TOAL. .ttt $ 1,156,694 $ 546,544 $ 170,050 $ 231,813 $ 208,287

Greystone Seed Capital

Greystone, our wholly owned subsidiary, sponsors joint venture partnerships to provide a portion of the pre-finance development
capital for the development of senior living communities. We typically invest 50% of the required capital in these partnerships whose
objective is to realize a development fee from the development services agreement and these seed capital entities are consolidated by
us. Through December 31, 2008, we have invested $27.8 million in seed capital ventures and have outstanding commitments of
approximately $3.2 million. The expenditures of these seed capital entities are expensed as incurred for financial reporting purposes.

When the initial development services are successful and permanent financing for the project is obtained, the partners are repaid
their initial invested capital plus fees of generally between 50% and 75% of their investment. The proceeds from the investment are
used to pay Greystone to perform necessary planning, development activities, obtain governmental approval, licenses and building
permits, coordinate the selection of architects, engineers and design professionals, develop a marketing program, supervise the
marketing and leasing of the senior living community project.

Cash Flows
Our primary sources of cash from operating activities are from management fees, professional fees, from monthly fees and other
billings from services provided to residents of our consolidated communities and distributions of operating earnings from

unconsolidated ventures. The primary uses of cash for our ongoing operations include the payment of community operating and
ancillary expenses for our consolidated and managed communities, development expenses and general and administrative expenses.
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Changes in operating assets and liabilities such as accounts receivable, prepaids and other current assets, and accounts payable and
accrued expenses will fluctuate based on the timing of payment to vendors. Reimbursement of these costs from our managed
communities will vary as some costs are pre-funded, such as payroll, while others are reimbursed after they are incurred. Therefore,
there will not always be a correlation between increases and decreases of accounts payable and receivables for our managed
communities.

In 2008, 2007 and 2006, we billed and collected $13.2 million, $28.2 million and $21.6 million, respectively, of Greystone
development fees, of which $7.8 million, $26.4 million and $15.1 million, respectively, was deferred and will be recognized when the
contract is completed. Included in the $88.7 million of deferred gains on the sale of real estate and deferred revenues at December 31,
2008 is $62.4 million related to Greystone and $25.7 million of cash received related to our real estate transactions for Sunrise
development properties that are accounted for in accordance with SFAS No. 66, Accounting for Sales of Real Estate.

Net cash (used in) provided by operating activities was $(123.9) million and $128.5 million in 2008 and 2007, respectively. During
2008, net working capital used cash of $48.5 million as opposed to providing cash of $45.3 million in 2007. In 2008, the use of cash
primarily relates to the payment of accounts payable and other accrued expenses. In addition, distributions of earnings from
unconsolidated subsidiaries were $135.6 million less in 2008 as compared to 2007.

Net cash provided by operating activities was $128.5 million and $117.5 million in 2007 and 2006, respectively. In 2007, cash
flows provided by operations was primarily due to distributions from equity method investments from venture recapitalizations and
cash flows from operations. In 2006, cash flows provided by operations were positively influenced by a significant increase in self-
insurance liabilities, which were offset by a significant increase in due from unconsolidated communities. We have placed emphasis
on improved management of amounts due from unconsolidated communities and expect to see reductions in this working capital item
in future periods.

Net cash used in investing activities was $172.5 million and $248.5 million in 2008 and 2007, respectively, a decrease of
$76.0 million. In 2008, we slowed our development pace resulting in a decrease in capital expenditures from $244.8 million in 2007 to
$177.2 million in 2008. During 2008, we funded $57.9 million for our senior living condominium project, with no corresponding
outflow in 2007. In 2008, we had no asset acquisitions, compared to $49.9 million in 2007. Restricted cash decreased by
approximately $73.6 million in 2008 compared to 2007 due in part to the net purchase of $38.9 million of auction rate securities using
restricted cash in our insurance captive and due to refunds made to our venture partners from changes to our self insurance liabilities
from reassessment of the actuarial liabilities.

Net cash used in investing activities was $248.5 million and $258.9 million in 2007 and 2006, respectively. In 2007, we decreased
our investment in unconsolidated communities by $48.1 million, receipts from the sale of property decreased by $22.9 million and
restricted cash increased by $10.4 million.

Net cash provided by financing activities was $187.7 million and $176.3 million in 2008 and 2007, respectively, resulting primarily
from $9.9 million in net increased borrowings. The significant sources of new financing in 2008 were new mortgage debt related to 16
of our wholly-owned subsidiaries ($106.7 million), construction debt for one community under development ($31.2 million), and a
margin loan collateralized by auction rate securities ($21.4 million).

Net cash provided by financing activities was $176.3 million and $78.3 million in 2007 and 2006, respectively. Activities included
additional borrowings in 2007 and 2006 of $143.6 million and $54.1 million, respectively, offset by debt repayments in 2007 and 2006
of $16.1 million and $40.9 million, respectively. The additional borrowings were used to fund our operations and continued
development of senior living communities.

Market Risk

We are exposed to market risk from changes in interest rates primarily through variable rate debt. The fair market value estimates
for debt securities are based on discounting future cash flows utilizing current rates offered to us for debt of the same type and
remaining maturity. The following table details by category the principal amount, the average interest rate and the estimated fair
market value of our debt (in thousands):
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Fixed Variable

Maturity Date Rate Rate
Through December 31, Debt Debt
2009 ..ottt e s ettt ettt st b b as e st neeeeeneeeteneenenetaearesesanaes $ 1,365 $ 375,045
20T0 ottt bbbt bbbt s e ettt et s en st ne ettt s snene e neseseserereseseresrenaes — 133,256
2OTT oottt bbbt b h s R bttt et sttt e et e s eseaeses et et eneeae e s e e eseee et et et ereresees — 5,444
2012 bbb ettt ser ettt b b an ettt et e e e e et et eteteseneae et et eseseeesseeeseeneens — 15,033
2003 ettt s et h e et e st st et st e et neenene et et eeneeseanas ettt res — 100,539
TREIEATKET ........ocvvitii ettt et b sttt e e e e e et eseeee et e sas s e e eseseseseresens 4,017 1,433
Total CATYING VAIUE ...ttt bbb se sttt seesera s er s s e aeeanans $ 5382 $ 630,750
AVETage INErESt RALE........c.ciiiivineeieiieieirei et b ettt sr s s see e e eeseseesesasssssssnenes 6.8% 4.3%
Estimated Fair Market VALUE ..........c.ccveoirireeee ettt st s ee et eeees s s sessseesesesenns $ 5416 §$ 613,085

We are subject to the impact of foreign exchange translation on our financial statements. To date, we have not hedged against
foreign currency fluctuation; however, we may pursue hedging alternatives in the future. At December 31, 2008, our wholly owned
subsidiaries have net U.S. dollar equivalent assets (liabilities) of $(21.6) million, $18.9 million and $(34.6) million in Canadian
dollars, British pounds and Euros, respectively. We recorded $15.9 million, net, in exchange losses in 2008 ($14.2 million in losses
related to the Canadian dollar and $1.7 million in losses related to the Euro and British pound).

At December 31, 2008, we had approximately $630.7 million of floating-rate debt (including floating rate debt that may be subject
to a rate cap as discussed below) at a weighted average interest rate of 4.32%. Debt incurred in the future also may bear interest at
floating rates. Therefore, increases in prevailing interest rates could increase our interest payment obligations, which would negatively
impact earnings. On May 7, 2008, 16 of our wholly owned subsidiaries (the “Borrowers”) incurred mortgage indebtedness in the
aggregate principal amount of approximately $106.7 million from Capmark Bank (“Lender”) as lender and servicer pursuant to 16
separate cross-collateralized , cross-defaulted mortgage loans (collectively, the “mortgage loans”). In connection with the mortgage
loans, we entered into interest rate protection agreements that provide for payments to us in the event the LIBOR rate exceeds
5.6145% pursuant to an interest rate cap purchased on May 7, 2008, by each Borrower from SMBC Derivative Products Limited. The
LIBOR rate approximates, but not exactly equal to the “Discount” rate that is used in determining the interest rate on the mortgage
loans, consequently, in the event the “Discount” rate exceeds the LIBOR rate, payments under the interest rate cap may not afford the
Borrowers complete interest rate protection. The Borrowers purchased the interest rate cap for an initial period of three years for a cost
of $0.3 million (including fees) and have placed in escrow the amount of $0.7 million to purchase additional interest rate caps to cover
years four and five of the mortgage loans which amount will be returned to us in the event the mortgage loans are prepaid prior to the
end of the third loan year. A one-percent change in interest rates would increase or decrease annual interest expense by approximately
$6.3 million based on the amount of floating-rate debt at December 31, 2008. A five-percent change in interest rates would increase or
decrease annual interest expense by approximately $28.9 million based on the amount of floating-rate debt at December 31, 2008.

Critical Accounting Estimates

We consider an accounting estimate to be critical if: 1) the accounting estimate requires us to make assumptions about matters that
were highly uncertain at the time the accounting estimate was made, and 2) changes in the estimate that are reasonably likely to occur
from period to period, or use of different estimates than we reasonably could have used in the current period, would have a material
impact on our financial condition or results of operations.

Management has discussed the development and selection of these critical accounting estimates with the Audit Committee of our
Board of Directors. In addition, there are other items within our financial statements that require estimation, but are not deemed
critical as defined above. Changes in estimates used in these and other items could have a material impact on our financial statements.

Impairment of Goodwill, Intangible Assets, Long-Lived Assets and Investments in Ventures

Nature of Estimates Required — Goodwill. Goodwill is not amortized, but is subject to periodic assessments of impairment. We
test goodwill for impairment annually during the fourth quarter, or when changes in circumstances indicate that the carrying value
may not be recoverable. Recoverability of goodwill is evaluated using a two-step process. The first step involves a comparison of the
fair value of a reporting unit with its carrying value. If the carrying value of the reporting unit exceeds its fair value, the second step of
the process involves a comparison of the implied fair value of goodwill (based on a purchase price allocation methodology) with its
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carrying value. If the carrying value of the reporting unit’s goodwill exceeds the implied fair value of that goodwill, an impairment
loss is recognized in an amount equal to the excess. Restoration of a previously-recognized goodwill impairment loss is not allowed.

Nature of Estimates Required — Intangibles and Long-Lived Assets. Intangibles and long-lived asset groups are tested for
recoverability when changes in circumstances indicate the carrying value may not be recoverable. Events that trigger a test for
recoverability include material adverse changes in the projected revenues and expenses, significant underperformance relative to
historical or projected future operating results, and significant negative industry or economic trends. A test for recoverability also is
performed when management has committed to a plan to sell or otherwise dispose of an asset group and the plan is expected to be
completed within a year. Recoverability of an asset group is evaluated by comparing its carrying value to the future net undiscounted
cash flows expected to be generated by the asset group. If the comparison indicates that the carrying value of an asset group is not
recoverable, an impairment loss is recognized. The impairment loss is measured by the amount by which the carrying amount of the
asset group exceeds the estimated fair value. When an impairment loss is recognized for assets to be held and used, the adjusted
carrying amount of those assets is depreciated over its remaining useful life.

Assumptions and Approach Used. We estimate the fair value of a reporting unit, intangible asset, or asset group based on market
prices (i.e., the amount for which the reporting unit, intangible asset or asset group could be bought by or sold to a third party), when
available. When market prices are not available, we estimate the fair value using the income approach and/or the market approach.
The income approach uses cash flow projections. Inherent in our development of cash flow projections are assumptions and estimates
derived from a review of our operating results, approved business plans, expected growth rates, cost of capital, and tax rates. We also
make certain assumptions about future economic conditions, interest rates, and other market data. Many of the factors used in
assessing fair value are outside the control of management, and these assumptions and estimates can change in future periods.

Changes in assumptions or estimates could materially affect the determination of fair value of a reporting unit, intangible asset or
asset group and therefore could affect the amount of potential impairment of the asset. The following key assumptions to our income
approach include:

« Business Projections — We make assumptions regarding the levels of revenue from communities and services. We also make
assumptions about our cost levels (e.g., capacity utilization, labor costs, etc.). Finally, we make assumptions about the amount of
cash flows that we will receive upon a future sale of the communities using estimated cap rates. These assumptions are key
inputs for developing our cash flow projections. These projections are derived using our internal business plans and budgets;

o Growth Rate — A growth rate is used to calculate the terminal value of the business, and is added to budgeted earnings before
interest, taxes, depreciation and amortization. The growth rate is the expected rate at which earnings are projected to grow
beyond the planning period;

o Economic Projections — Assumptions regarding general economic conditions are included in and affect our assumptions
regarding pricing estimates for our communities and services. These macro-economic assumptions include, but are not limited
to, industry projections, inflation, interest rates, price of labor, and foreign currency exchange rates; and

e Discount Rates — When measuring a possible impairment, future cash flows are discounted at a rate that is consistent with a
weighted average cost of capital for a potential market participant. The weighted average cost of capital is an estimate of the
overall after-tax rate of return required by equity and debt holders of a business enterprise.

The market approach is one of the other primary methods used for estimating fair value of a reporting unit, asset, or asset group.
This assumption relies on the market value (market capitalization) of companies that are engaged in the same or similar line of
business.

In 2008 and 2007, we recorded an impairment charge of $9.8 million and $56.7 million related to our Trinity goodwill and related
intangible assets. Trinity ceased operations in December 2008 (see Note 21). This impairment charge is recorded in discontinued
operations. In 2008, we also recorded an impairment charge of $121.8 million related to all the goodwill for our North American
business segment which resulted from our acquisition of Marriott Senior Living, Inc. in 2003 and Karrington Health, Inc. in 1999. The
impairment was recorded as the fair value of the North American business was less than the fair value of the net tangible assets and
identifiable intangible assets.

The remaining goodwill at December 31, 2008 of $39.0 million relates to our Greystone subsidiary, which is not considered
impaired as the entity has net liabilities due to the cumulative deferral of $62.4 million of development fees and the fair value of the
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entity is in excess of the net liabilities. As Greystone’s contracts are multiple element arrangements and there is not sufficient
objective and reliable evidence of fair value of undelivered elements at each billing milestone, we defer revenue recognition until the
completion of the development contract.

Nature of Estimates Required — Investments in Ventures. We hold a minority equity interest in ventures established to develop or
acquire and own senior living communities. Those ventures are generally limited liability companies or limited partnerships. The
equity interest in these ventures generally ranges from 10% to 50%.

Our investments in ventures accounted for using the equity and cost methods of accounting are impaired when it is determined that
there is “other than a temporary” decline in the fair value as compared to the carrying value of the venture or for equity method
investments when individual long-lived assets inside the venture meet the criteria specified above. A commitment to a plan to sell
some or all of the assets in a venture would cause a recoverability evaluation for the individual long-lived assets in the venture and
possibly the venture itself. Our evaluation of the investment in the venture would be triggered when circumstances indicate that the
carrying value may not be recoverable due to loan defaults, significant under performance relative to historical or projected future
operating performance and significant industry or economic trends.

Assumptions and Approach Used. The assumptions and approach for the evaluation of the individual long-lived assets inside the
venture are described above. Our approach for evaluation of an investment in a venture would be based on market prices, when
available, or an estimate of the fair value using the market approach. The assumptions and risks related are identical to the disclosure
for goodwill, intangible assets and long-lived assets described above.

Loss Reserves for Self-Insured Programs

Nature of Estimates Required. We utilize large deductible blanket insurance programs in order to contain costs for certain lines of
insurance risks including workers’ compensation and employers’ liability risks, automobile liability risk, employment practices
liability risk and general and professional liability risks (“Self-Insured Risks”). The design and purpose of a large deductible insurance
program is to reduce the overall premium and claims costs by internally financing lower cost claims that are more predictable from
year to year, while buying insurance only for higher-cost, less predictable claims.

We have self-insured a portion of the Self-Insured Risks through a wholly owned captive insurance subsidiary, Sunrise Senior
Living Insurance, Inc. (“SSLII”). SSLII issues policies of insurance to and receives premiums from Sunrise Senior Living, Inc. that
are reimbursed through expense allocation to each operated community and us. SSLII pays the costs for each claim above a deductible
up to a per claim limit. Third-party insurers are responsible for claim costs above this limit. These third-party insurers carry an
AM. Best rating of A-/VII or better.

We also offer our employees an option to participate in self-insured health and dental plans. The cost of our employee health and
dental benefits, net of employee contributions, is shared by us and the communities based on the respective number of participants
working directly either at our corporate headquarters or at the communities. Funds collected are used to pay the agtual program costs
which include estimated annual claims, third-party administrative fees, network provider fees, communication costs, and other related
administrative costs incurred by us. We have aggregate protection which caps the potential liability for both individual and total
claims during a plan year. Claims are paid as they are submitted to the plan administrator.

Assumptions and Approach Used for Self-Insured Risks. We record outstanding losses and expenses for the Self-Insured Risks and
for our health and dental plans based on the recommendations of an independent actuary and management’s judgment. We believe that
the allowance for outstanding losses and expenses is appropriate to cover the ultimate cost of losses incurred at December 31, 2008,
but the allowance may ultimately be settled for a greater or lesser amount. Any subsequent changes in estimates are recorded in the
period in which they are determined. While a single value is recorded on Sunrise’s balance sheet, loss reserves are based on estimates
of future contingent events and as such contain inherent uncertainty. A quantification of this uncertainty would reflect a range of
reasonable favorable and unfavorable scenarios. Sunrise’s annual estimated cost for Self-Insured Risks is determined using
management judgment including actuarial analyses at various confidence levels. The confidence level is the likelihood that the
recorded expense will exceed the ultimate incurred cost.

Sensitivity Analysis for Self-Insured Risks. The recorded liability for Self-Insured Risks was approximately $103.3 million at
December 31, 2008. The expected liability is based on a 50% confidence level. If we had used a 75% confidence level, the recorded
liability would be approximately $17 million higher. If we had used a 90% confidence level, the recorded liability would be
approximately $37 million higher.
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We share any revisions to prior estimates with the communities participating in the insurance programs based on their proportionate
share of any changes in estimates. Accordingly, the impact of changes in estimates on Sunrise’s income from operations would be
much less sensitive than the difference above.

Assumptions and Approach Used for Health and Dental Plans. For our self-insured health and dental plans, we record a liability
for outstanding claims and claims that have been incurred but not yet reported. This liability is based on the historical claim reporting
lag and payment trends of health insurance claims and is based on the recommendations of an independent actuary. The variability in
the liability for unpaid claims including incurred but not yet reported claims is much less significant than the self insured risks
discussed above because the claims are more predictable as they generally are known within 90 days and the high and the low end of
the range of estimated cost of individual claims is much closer than the workers’ compensation and employers’ liability risks,
automobile liability risk, employment practices liability risk and general and professional liability risks discussed above.

Sensitivity Analysis for Self-Insured Health and Dental Plan Costs. The liability for self insured incurred but not yet reported
claims for the self insured health and dental plan is included in “Accrued expenses” in the consolidated balance sheets and was
$12.9 million and $9.9 million at December 31, 2008 and 2007, respectively. We believe that the liability for outstanding losses and
expenses is appropriate to cover the ultimate cost of losses incurred at December 31, 2008, but actual claims may differ. We record
any subsequent changes in estimates in the period in which they are determined and will share with the communities participating in
the insurance programs based on their proportionate share of any changes in estimates.

Variable Interest Entities

Nature of Estimates Required. We hold a minority equity interest in ventures established to develop or acquire and own senior
living communities. Those ventures are generally limited liability companies or limited partnerships. Our equity interest in these
ventures generally ranges from 10% to 50%.

We review all of our ventures to determine if they are variable interest entities (“VIEs”). If a venture meets the requirements and is
a VIE, we must then determine if we are the primary beneficiary of the VIE. Estimates are required for the computation and
probability of estimated cash flows, expected losses and expected residual returns of the VIE to determine if we are the primary
beneficiary of the VIE and therefore required to consolidate the venture.

Assumptions. In determining whether we are the primary beneficiary of a VIE, we must make assumptions regarding cash flows of
the entity, expected loss levels and expected residual return levels. The probability of various cash flow possibilities is determined
from business plans, budgets and entity history if available. These cash flows are discounted at the risk-free interest rate.
Computations are then made based on the estimated cash flows of the expected losses and residual returns to determine if the entity is
a variable interest entity and, if so, to determine the primary beneficiary. Changes in estimated cash flows and the probability factors
could change the determination of the primary beneficiary and whether there is a requirement to consolidate a VIE.

Valuation of Deferred Tax Assets

Nature of Estimates Required. Deferred tax assets and liabilities are recognized based on the future tax consequences attributable
to temporary differences that exist between the financial statement carrying value of assets and liabilities and their respective tax
bases, and operating loss and tax credit carryforwards on a taxing jurisdiction basis. We measure deferred tax assets and liabilities
using enacted tax rates that will apply in the years in which we expect the temporary differences to be recovered or paid.

SFAS No. 109, Accounting for Income Taxes (“SFAS No. 109”), requires a reduction of the carrying amounts of deferred tax assets
by recording a valuation allowance if, based on the available evidence, it is more likely than not (defined by SFAS No. 109 as a
likelihood of more than 50 percent) such assets will not be realized. The valuation of deferred tax assets requires judgment in
assessing the likely future tax consequences of events that have been recognized in our financial statements or tax returns and future
profitability. Our accounting for deferred tax consequences represents our best estimate of those future events. Changes in our current
estimates, due to unanticipated events or otherwise, could have a material impact on our financial condition and results of operations.

Assumptions and Approach Used. In assessing the need for a valuation allowance, we consider both positive and negative evidence
related to the likelihood of realization of the deferred tax assets. If, based on the weight of available evidence, it is “more likely than
not” the deferred tax assets will not be realized, we would be required to establish a valuation allowance. The weight given to the
positive and negative evidence is commensurate with the extent to which the evidence may be objectively verified. As such, it is
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generally difficult for positive evidence regarding projected future taxable income exclusive of reversing taxable temporary
differences to outweigh objective negative evidence of recent financial reporting losses. SFAS No. 109 states that a cumulative loss in
recent years is a significant piece of negative evidence that is difficult to overcome in determining that a valuation allowance is not
needed against deferred tax assets.

This assessment, which is completed on a taxing jurisdiction basis, takes into account a number of types of evidence, including the
following:

* Nature, frequency, and severity of current and cumulative financial reporting losses — A pattern of objectively measured recent
financial reporting losses is a source of negative evidence. In certain circumstances, historical information may not be as relevant
due to changed circumstances;

* Sources of future taxable income — Future reversals of existing temporary differences are verifiable positive evidence.
Projections of future taxable income exclusive of reversing temporary differences are a source of positive evidence but such
projections are more subjective and when such projections are combined with a history of recent losses it is difficult to reach
verifiable conclusions and, accordingly, we give little or no weight to such projections when combined recent financial reporting
losses; and

* Tax planning strategies — If necessary and available, tax planning strategies would be implemented to accelerate taxable
amounts to utilize expiring carryforwards. These strategies would be a source of additional positive evidence and, depending on
their nature, could be heavily weighted.

We have experienced significant losses in 2007 and 2008. As indicated above, in making our assessment of the realizability of tax
assets we assess reversing temporary differences, available tax planning strategies and estimates of future taxable income. We more
heavily weight recent financial reporting losses and, accordingly, as of December 31, 2008 have given little or no weight to
subjectively determined projections of future taxable income exclusive of reversing temporary differences. Tax planning strategies
have been considered historically but due to the significant net operating loss carryforwards as of December 31, 2008 we have not
considered such strategies to be reasonably viable. As a result of changes in judgment on the realizability of future tax benefits, a
valuation allowance was established on all deferred tax assets net of reversing deferred tax liabilities.

At December 31, 2008 and 2007, our deferred tax assets, net of the valuation allowances of $138.8 million and $12.4 million,
respectively, were $112.9 million and $137.3 million, respectively. At December 31, 2008 and 2007, our deferred tax liabilities were
$115.7 million and $186.3 million, respectively, and therefore the net deferred tax liabilities recorded were $2.8 million and
$49.0 million as of December 31, 2008 and 2007, respectively.

A return to profitability by us in future periods may result in a reversal of the valuation allowance relating to certain recorded
deferred tax assets.

Liability for Possible Tax Contingencies

Liabilities for tax contingencies are recognized based on the requirements of FASB Interpretation No. 48 (“FIN 48”), Accounting
for Uncertainty in Income Taxes. FIN 48 is an interpretation of FASB Statement No. 109 regarding the calculation and disclosure of
reserves for uncertain tax positions. FIN 48 requires us to analyze the technical merits of our tax positions and determine the
likelihood that these positions will be sustained if they were ever examined by the taxing authorities. If we determine that it is unlikely
that our tax positions will be sustained, a corresponding liability is created and the tax benefit of such position is reduced for financial
reporting purposes.

Evaluation and Nature of Estimates Required. The evaluation of a tax position in accordance with FIN 48 is a two-step process.
The first step in the evaluation process is recognition. The enterprise determines whether it is more likely than not that a tax position
will be sustained upon examination, including resolution of any related appeals or litigation processes, based on the technical merits of
the position. In evaluating whether a tax position has met the more-likely-than-not recognition threshold, the enterprise should
presume that the position will be examined by the appropriate taxing authority that has full knowledge of all relevant information.

The second step in the evaluation process is measurement. A tax position that meets the more-likely-than-not recognition threshold

is measured to determine the amount of benefit to recognize in the financial statements. The tax position is measured as the largest
amount of tax benefit that is greater than 50 percent likely of being realized upon ultimate settlement. Tax positions that previously
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failed to meet the more-likely-than-not recognition threshold should be recognized in the first subsequent financial reporting period in
which:

(a) the threshold is met (for example, by virtue of another taxpayer’s favorable court decision);

(b) the position is “effectively settled” where the likelihood of the taxing authority reopening the examination of that position is
remote; or

(c) the relevant statute of limitations expires.

Previously recognized tax positions that no longer meet the more-likely-than-not recognition threshold are derecognized in the first
subsequent financial reporting period in which that threshold is no longer met.

Interest and Penalties. FIN 48 requires us to accrue interest and penalties that, under relevant tax law, we would incur if the
uncertain tax positions ultimately were not sustained. Accordingly, under FIN 48, interest would start to accrue for financial statement
purposes in the period in which it would begin accruing under relevant tax law, and the amount of interest expense to be recognized
would be computed by applying the applicable statutory rate of interest to the difference between the tax position recognized in
accordance with FIN 48 and the amount previously taken or expected to be taken in a tax return. Penalties would be accrued in the
first period in which the position was taken on a tax return that would give rise to the penalty.

Assumptions. In determining whether a tax benefit can be recorded, we must make assessments of a position’s sustainability and
the likelihood of ultimate settlement with a taxing authority. Changes in our assessments would cause a change in our recorded
position and changes could be significant. As of December 31, 2008 and 2007, we had recorded liabilities for possible losses on
uncertain tax positions including related interest and penalties of $16.3 million and $14.6 million, respectively.

Accounting for Financial Guarantees

When we enter into guarantees in connection with the sale of real estate, we may be prevented from initially either accounting for
the transaction as a sale of an asset or recognizing in earnings the profit from the sale transaction. For guarantees that are not entered
into in conjunction with the sale of real estate, we recognize at the inception of a guarantee or the date of modification, a liability for
the fair value of the obligation undertaken in issuing a guarantee which require us to make various assumnptions to determine the fair
value. On a quarterly basis, we review and evaluate the estimated liability based upon operating results and the terms of the guarantee.
If it is probable that we will be required to fund additional amounts than previously estimated, a loss is recorded for that contingent
loss. Fundings that are recoverable as a loan from a venture are considered in the determination of the contingent loss recorded. Loan
amounts are evaluated for impairment at inception and then quarterly.

In 2006, we recorded a loss of $50.0 million for our expected loss on the operating deficit guarantees we have for our German
communities and a loss of $22.0 million for our expected loss on a guarantee of a specified level of net operating income to the
Fountains venture. Due to continued deteriorating operating performance of our communities in Germany in 2007 we revised our
estimated liability for operating deficit guarantees and as a result, we recorded additional expense of $16.0 million. Our loss on the
operating deficit guarantees for our German communities was based on projections spanning numerous years. It is highly susceptible
to future adverse change and such changes could have had a material impact on our financial condition and results of operations. On
September 1, 2008, we began to consolidate our German communities and therefore, eliminated our liability associated with the

guarantees.

Assumptions and Approach Used. For the German operating deficit guarantees, we calculated the estimated loss on financial
guarantees based on projected operating losses and an assumed sale of the community after the operations have stabilized. The
assumed sale value uses estimated cap rates. For the Fountains guarantee of net operating income, we calculated the estimated loss
based on projected cash flows during the remaining term of the guarantee. Inherent in our development of cash flow projections are
assumptions and estimates derived from a review of our operating results, approved business plans, expected growth rates, cost of
capital, and tax rates. We also make certain assumptions about future economic conditions, interest rates, and other market data. Many
of the factors used in assessing fair value are outside the control of management, and these assumptions and estimates can change in
future periods.

Changes in assumptions or estimates could materially affect the determination of fair value of an asset. The following key
assumptions to our income approach include:
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* Business Projections — We make assumptions regarding the levels of revenue from communities and services. We also make
assumptions about our cost levels (e.g., capacity utilization, labor costs, etc.). Finally, we make assumptions about the amount of
cash flows that we will receive upon a future sale of the communities using estimated cap rates. These assumptions are key
inputs for developing our cash flow projections. These projections are derived using our internal business plans and budgets;

* Growth Rate — A growth rate is used to calculate the terminal value of the business, and is added to budgeted earnings before
interest, taxes, depreciation and amortization. The growth rate is the expected rate at which earnings is projected to grow beyond
the planning period;

* Economic Projections — Assumptions regarding general economic conditions are included in and affect our assumptions
regarding pricing estimates for our communities and services. These macro-economic assumptions include, but are not limited
to, industry projections, inflation, interest rates, price of labor, and foreign currency exchange rates; and

* Discount Rates — When measuring a possible loss, future cash flows are discounted at a rate that is consistent with a weighted
average cost of capital for a potential market participant. The weighted average cost of capital is an estimate of the overall after-
tax rate of return required by equity and debt holders of a business enterprise.

In 2006, we recorded a loss of $17.2 million for our expected loss due to the completion guarantee for our condominium project
under construction. Due to continued deterioration of the condominium project in 2007, we revised our estimated liability for the
completion guarantee and as a result, we recorded additional expense of $6.0 million. Accordingly, changes in our current estimates,
due to unanticipated events or otherwise, could have a material impact on our financial condition and results of operations.

Assumptions and Approach Used in Calculating our Loss on Completion Guarantees. The computation of our expected loss on our
completion guarantee involves the use of various estimating techniques to determine total estimated project costs at completion.
Contract estimates involve various assumptions and projections relative to the outcome of future events over a period of time
including the nature and complexity of the work to be performed, the cost and availability of materials and the impact of delays. These
estimates are based on our best judgment. A significant change in one or more of these estimates could affect the ultimate cost of our
condominium development project. We review our contract estimates at least quarterly to assess revisions in contract values and
estimated costs at completion. We have recorded our best estimate of our loss but it is reasonably possible that our possible loss could
exceed amounts recorded.

Litigation

Litigation is subject to uncertainties and the outcome of individual litigated matters is not fully predictable. Various legal actions,
claims and proceedings are pending against us, some for specific matters describe in Note 17 to the financial statements and others
arising in the ordinary course of business. We have established loss provisions for matters in which losses are probable and can be
reasonably estimated. In other instances, we are not able to make a reasonable estimate of any liability because of uncertainties related
to the outcome and/or the amount or range of losses. At December 31, 2007, we had recorded an accrual of $6.0 million for our
estimated exposure to loss related to the Trinity OIG Investigation and qui tam action. In the fourth quarter of 2008, we revised our
estimate and reduced our accrual in this matter to $1.0 million. Changes in our current estimates, due to unanticipated events or
otherwise, could have a material impact on our financial condition and results of operations.

New Accounting Standards
We adopted the provisions of SFAS No. 157, Fair Value Measurements (“SFAS 157”), as of January 1, 2008 for financial
instruments. Under SFAS No. 157, fair value is based on the price that would be received to sell an asset or paid to transfer a liability
in an orderly transaction between market participants at the measurement date. In order to increase consistency and comparability in
fair value measurements, SFAS No. 157 establishes a fair value hierarchy that prioritizes observable and unobservable inputs used to
measure fair value into three broad levels. These levels, in order of highest priority to lowest priority, are described below:
Level 1: Quoted prices (unadjusted) in active markets that are accessible at the measurement date for assets or liabilities.

Level 2: Observable prices that are based on inputs not quoted on active markets, but corroborated by market data.

Level 3: Unobservable inputs are used when little or no market data is available.
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SFAS 157 was applied prospectively beginning January 1, 2008 and therefore there was no adjustment to our financial statements
as a result of adopting SFAS 157.

We adopted Financial Accounting Standards Board (“FASB”) Interpretation No. 48, Accounting for Uncertainty in Income Taxes
(“FIN 48”), on January 1, 2007. FIN 48 is an interpretation of FASB Statement No. 109, Accounting for Income Taxes, and it seeks to
reduce diversity in practice associated with certain aspects of measurement and recognition in accounting for income taxes. FIN 48
prescribes a recognition threshold and measurement attribute for the financial statement recognition and measurement of a tax position
that an entity takes or expects to take in a tax return. Additionally, FIN 48 provides guidance on de-recognition, classification, interest
and penalties, accounting in interim periods, disclosure and transition. Under FIN 48, an entity may only recognize or continue to
recognize tax positions that meet a “more likely than not” threshold. There was no adjustment to our recorded tax liability as a result
of adopting FIN 48.

We adopted the FASB’s Emerging Issues Task Force Issue No. 06-8, Applicability of the Assessment of a Buyer’s Continuing
Investment under FASB Statement No. 66, Accounting for Sales of Real Estate, for Sales of Condominiums (“EITF 06-8”) on
January 1, 2007. EITF 06-8 states that in assessing the collectability of the sales price pursuant to paragraph 37 (d) of FAS No. 66, an
entity should evaluate the adequacy of the buyer’s initial and continuing investment to conclude that the sales price is collectible in
order for profit to be recognized under the percentage of completion method. If the initial and continuing investment is not adequate,
then the deposit method of accounting should be used. We account for one investment in a condominium venture under the profit
sharing method of accounting. We do not apply the percentage of completion method of accounting for sales as deposits are fully
refundable. There was no adjustment to our financial statements as a result of adopting EIFT 06-8.

Future Adoption of Accounting Standards

We will adopt SFAS 157 for non-financial assets and non-financial liabilities as of January 1, 2009. Provisions of SFAS 157 are
required to be applied prospectively as of the beginning of the first fiscal year in which SFAS 157 is applied. We are evaluating the
impact that SFAS 157 will have on our financial statements.

In December 2007, the FASB issued SFAS No. 141 (revised 2007), Business Combinations (“SFAS 141R”). SFAS 141R requires
most identifiable assets, liabilities, non-controlling interests, and goodwill acquired in business combinations to be recorded at “full
fair value.” Transaction costs will no longer be included in the measurement of the business acquired and instead will be expensed as
incurred. SFAS 141R applies prospectively to business combinations and earlier adoption is prohibited. We will adopt SFAS 141R
effective January 1, 2009.

In December 2007, the FASB issued SFAS No. 160, Non-controlling Interests in Consolidated Financial Statements — an
Amendment of ARB No. 51 (“SFAS 160”). SFAS 160 establishes new accounting and reporting standards for a non-controlling interest
in a subsidiary and for the deconsolidation of a subsidiary. Specifically, this statement requires the recognition of a non-controlling
interest (minority interest) as equity in the consolidated financial statements separate from the parent’s equity. The amount of net
income attributable to the non-controlling interest will be included in consolidated net income on the face of the income statement.
SFAS 160 clarifies that changes in a parent’s ownership interest in a subsidiary that do not result in deconsolidation, are equity
transactions if the parent retains its controlling financial interest. In addition, this statement requires that a parent recognize a gain or
loss in net income when a subsidiary is deconsolidated. Such gain or loss will be measured using the fair value of the non-controlling
equity investment on the deconsolidation date. SFAS 160 also includes expanded disclosure requirements regarding the interests of the
parent and its non-controlling interest. SFAS 160 is effective as of January 1, 2009. We are currently evaluating the impact that
SFAS 160 will have on our financial statements.

In September 2008, the FASB issued FASB Staff Position No. FAS 133-1 and FIN 45-4, “Disclosures about Credit Derivatives
and Certain Guarantees: An Amendment of FASB Statement No. 133 and FASB Interpretation No. 45; and Clarification of the
Effective Date of FASB Statement No. 161" (“FSP FAS 133-1 and FIN 45-4”). FSP FAS 133-1 and FIN 45-4 provides guidance on
certain disclosures about credit derivatives and certain guarantees and clarifies the effective date of SFAS 161. We do not expect FSP
FAS 133-1 and FIN 45-4, effective January 1, 2009, to have a material impact on our consolidated financial position or results of
operations.
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Impact of Inflation

Management fees from communities operated by us for third parties and resident and ancillary fees from owned senior living
communities are significant sources of our revenue. These revenues are affected by daily resident fee rates and community occupancy
rates. The rates charged for the delivery of senior living services are highly dependent upon local market conditions and the
competitive environment in which the communities operate. In addition, employee compensation expense is the principal cost element
of community operations. Employee compensation, including salary and benefit increases and the hiring of additional staff to support
our growth initiatives, have previously had a negative impact on operating margins and may again do so in the foreseeable future.

Substantially all of our resident agreements are for terms of one year, but are terminable by the resident at any time upon 30 days
notice, and allow, at the time of renewal, for adjustments in the daily fees payable, and thus may enable us to seek increases in daily
fees due to inflation or other factors. Any increase would be subject to market and competitive conditions and could result in a
decrease in occupancy of our communities. We believe, however, that the short-term nature of our resident agreements generally
serves to reduce the risk to us of the adverse effect of inflation. There can be no assurance that resident and ancillary fees will increase
or that costs will not increase due to inflation or other causes.
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Management of Sunrise is responsible for establishing and maintaining adequate internal control over financial reporting and for
the assessment of the effectiveness of internal control over financial reporting. As defined by rules of the SEC, internal control over
financial reporting is a process designed by, or under the supervision of, the Company’s principal executive and principal financial
officers and effected by the Company’s Board of Directors, management and other personnel, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of the consolidated financial statements in accordance with
U.S. generally accepted accounting principles.

A system of internal control over financial reporting (1) pertains to the maintenance of records that, in reasonable detail, should
accurately and fairly reflect the Company’s transactions and dispositions of the Company’s assets; (2) provides reasonable assurance
that transactions are recorded as necessary to permit preparation of the consolidated financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the Company are being made only in accordance with
authorizations of the Company’s management and directors; and (3) provides reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use or disposition of the Company’s assets that could have a material effect on the consolidated
financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In connection with the preparation of the Company’s annual consolidated financial statements, management undertook an
assessment of the effectiveness of the Company’s internal control over financial reporting as of December 31, 2008, based on criteria
established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (the COSO Framework). Management’s assessment included an evaluation of the design of the Company’s internal
control over financial reporting and testing of the operational effectiveness of those controls. Management has concluded that, as of
December 31, 2008, our internal control over financial reporting was effective based on these criteria. Our independent registered
public accounting firm that audited the financial statements in this report has issued an attestation report expressing an opinion on the
effectiveness of internal control over financial reporting at December 31, 2008, which appears below.

Changes in internal control over financial reporting during fourth quarter of 2008

Through December 31, 2008, the Company continued to implement the following significant improvements to the control
environment and to the Company’s accounting operations:

« our previously disclosed extensive changes in senior management and other personnel;
* organizational changes to improve accountability and oversight of accounting and financial reporting internal controls;
* increased experienced staffing in finance, accounting and tax;

« increased focus on financial and accounting controls throughout the company including development of formal corporate and
accounting policies, and

« implementation of processes to ensure timely accounting reviews for routine and non-routine transactions and accounts.
The timely filing of our 2008 third quarter Form 10-Q and 2008 Form 10-K with all of the associated processing controls and

oversight demonstrates the significant progress made. Management believes the disclosed significant improvements remediated the
two material weaknesses described above, and have improved both our disclosure controls and procedures and internal control over

financial reporting.

45



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Stockholders and Board of Directors
Sunrise Senior Living, Inc.

We have audited Sunrise Senior Living, Inc.’s internal control over financial reporting as of December 31, 2008, based on criteria
established in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (the COSO criteria). Sunrise Senior Living, Inc.’s management is responsible for maintaining effective internal control
over financial reporting, and for its assessment of the effectiveness of internal control over financial reporting included in the
accompanying Management’s Report on Internal Control Over Financial Reporting. Our responsibility is to express an opinion on the
Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control
over financial reporting was maintained in all material respects. Our audit included obtaining an understanding of internal control over
financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design and operating effectiveness of
internal control based on the assessed risk, and performing such other procedures as we considered necessary in the circumstances.
We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability
of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. A company’s internal control over financial reporting includes those policies and procedures that (1) pertain to
the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect
on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, Sunrise Senior Living, Inc. maintained in all material respects, effective internal control over financial reporting as
of December 31, 2008 based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
consolidated balance sheets of Sunrise Senior Living, Inc. as of December 31, 2008 and 2007, and the related conselidated statements
of income, changes in stockholders’ equity, and cash flows for each of the three years in the period ended December 31, 2008 and our
report dated February 27, 2009 expressed an unqualified opinion thereon that included an explanatory paragraph regarding Sunrise
Senior Living, Inc.’s ability to continue as a going concern.

/s/ Ernst & Young LLP

McLean, Virginia
February 27, 2009
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Stockholders and Board of Directors
Sunrise Senior Living, Inc.

We have audited the accompanying consolidated balance sheets of Sunrise Senior Living, Inc. as of December 31, 2008 and 2007,
and the related consolidated statements of income, changes in stockholders’ equity, and cash flows for each of the three years in the
period ended December 31, 2008. These financial statements are the responsibility of the Company’s management. Our responsibility
is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our

opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position
of Sunrise Senior Living, Inc. as of December 31, 2008 and 2007, and the consolidated results of its operations and its cash flows for
each of the three years in the period ended December 31, 2008, in conformity with U.S. generally accepted accounting principles.

The accompanying consolidated financial statements have been prepared assuming that the Company will continue as a going
concern. As discussed in Note 25 to the accompanying consolidated financial statements, the Company’s Bank Credit Facility expires
on April 30, 2009, unless further extended. The Company’s cash balances and expected cash flow are not sufficient to enable the
Company to meet its near term obligations. These conditions raise substantial doubt about the Company’s ability to continue as a
going concern. Management’s plans in regard to these matters are also described in Notes 1, 13 and 25. The financial statements do
not include any adjustments that might result from the outcome of this uncertainty.

As discussed in Note 2 to the accompanying consolidated financial statements, the Company adopted Financial Accounting
Standards Board Interpretation No. 48, Accounting for Uncertainty in Income Taxes and EITF Issue No. 06-8, Applicability of the
Assessment of a Buyer’s Continuing Investments under FASB Statement No. 66, Accounting for Sales of Real Estate for
Condominiums, effective January 1, 2007.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
Sunrise Senior Living, Inc.’s internal control over financial reporting as of December 31, 2008, based on criteria established in
Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and
our report dated February 27, 2009 expressed an unqualified opinion thereon.

/s/ Ernst & Young LLP

McLean, Virginia

February 27, 2009, except for Paragraphs 4 and 5 of Note 11
and Paragraphs 3 through 6 and Paragraphs 8 and 11 of
Note 25, as to which the date is March 26, 2009
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SUNRISE SENIOR LIVING, INC.
CONSOLIDATED BALANCE SHEETS

(In thousands, except per share and share amounts)

ASSETS
Current Assets:
Cash and cash equivalents
Accounts receivable, net
Income taxes receivable

Due from unconsolidated communities

Deferred income taxes, net
Restricted cash

Assets held for sale
Prepaid insurance

Prepaid expenses and other current assets

Total current assets
Property and equipment, net

Property and equipment subject to financing, net

Investment in marketable securities
Due from unconsolidated communities
Intangible assets, net

Goodwill

Investments in unconsolidated communities

Investments accounted for under the profit-sharing method

Restricted cash
Other assets, net
Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY

Current Liabilities:

Current maturities of long-term debt
Outstanding draws on bank credit facility
Accounts payable and accrued expenses

Due to unconsolidated communities
Deferred revenue
Entrance fees
Self-insurance liabilities
Total current liabilities
Long-term debt, less current maturities

Liabilities related to properties accounted for under the financing method
Investment accounted for under the profit-sharing method

Guarantee liabilities
Self-insurance liabilities

Deferred gains on the sale of real estate and deferred revenues

Deferred income tax liabilities

Other long-term liabilities, net
Total liabilities

Minority interests

Stockholders’ Equity:

Preferred stock, $0.01 par value, 10,000,000 shares authorized, no shares issued and outstanding

Common stock, $0.01 par value, 120,000,000 shares authorized, 50,872,711 and 50,556,925 shares issued and
outstanding, net of 342,525 and 103,696 treasury shares, at December 31, 2008 and 2007, respectively

Additional paid-in capital
Retained (loss) earnings

Accumulated other comprehensive income

Total stockholders’ equity
Commitments and contingencies

Total liabilities and stockholders’ equity

See accompanying notes
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December 31,
2008 2007

$ 29,513 §$ 138,212
54,842 76,909
30,351 63,624
45,255 61,854
25,341 33,567
37,392 61,999
49,076 12,716
8,850 23,720
24288 57,363
304,908 529,964
681,352 656,211
— 58,871
31,080 —
31,693 19,555
70,642 83,769
39,025 169,736
66,852 97,173
22,005 —
123,772 165,386
10,228 17,932
$ 1381557 $§ 1,798,597
$ 377,449 $ 122,541
95,000 100,000
184,144 275,362
914 37,344
7,327 9,285
35,270 34,512
35,317 67,267
735,421 646,311
163,682 31,347
— 54,317
8,332 51,377
13,972 65,814
68,858 74,971
88,706 74,367
28,129 82,605
126,543 133,717
1,233,643 1,214,826
9,386 10,208
509 506
458,404 452,640
(327,056) 112,123
6,671 8,294
138,528 573.563

$ 1381557 $ 1.798,597



SUNRISE SENIOR LIVING, INC.

CONSOLIDATED STATEMENTS OF INCOME

(In thousands, except per share amounts)

Operating revenue:
Management fees
Buyout fees
Resident fees for consolidated communities
Ancillary fees
Professional fees from development, marketing and other
Reimbursed contract services
Total operating revenues
Operating expenses:
Community expense for consolidated communities
Community lease expense
Depreciation and amortization
Ancillary expenses
General and administrative
Venture expense
Development expense
Impairment of goodwill and intangible assets
Write-off of abandoned development projects
Impairment of owned communities and land parcels
Accounting Restatement, Special Independent Committee inquiry, SEC investigation and
pending stockholder litigation
Restructuring cost
Provision for doubtful accounts
Loss on financial guarantees and other contracts
Write-off of unamortized contract costs
Reimbursable contract services
Total operating expenses
Loss from operations
Other non-operating income (expense):
Interest income
Interest expense
Loss on investments
Other (expense) income
Total other non-operating (expense) income
Gain on the sale and development of real estate and equity interests
Sunrise’s share of (loss) earnings and return on investment in unconsolidated communities
(Loss) income from investments accounted for under the profit-sharing method
Minority interests
(Loss) income before benefit from (provision for) income taxes, discontinued operations
and extraordinary loss '
Benefit from (provision for) income taxes
(Loss) income before discontinued operations and extraordinary loss
Discontinued operations, net of tax
(Loss) income before extraordinary loss
Extraordinary loss, net of tax
Net (loss) income
Earnings per share data:
Basic net (loss) income per common share
(Loss) income before discontinued operations and extraordinary loss
Discontinued operations, net of tax
Extraordinary loss, net of tax
Net (loss) income
Diluted net (loss) income per common share
(Loss) income before discontinued operations and extraordinary loss
Discontinued operations, net of tax .
Extraordinary loss, net of tax
Net (loss) income

See accompanying notes

Year Ended December 31,
2008 2007 2006
139,409 $ 127,830 $ 117,228
621 1,626 134,730
435,580 400,238 379,442
54,633 58,645 56,673
59,969 38,855 28,553
1,011,431 956,047 911,979
1,701,643 1,583,241 1,628,605
335,739 288,180 274,545
60,145 62,588 59,046
51,276 52,701 47,687
60,620 68,958 59,029
163,159 181,325 131,473
6,807 7,187 5,516
78,305 72,016 63,634
121,828 — —
95,763 28,430 1,329
36,510 7,641 15,049
30,224 51,707 2,600
18,065 — —
22,628 8,910 13,965
5,022 22,005 89,676
— — 25,359
1.004,974 956,047 911,979
2.091.065 1,807,695 1,700,887
(389,422) (224,454) (72,282)
6,600 9,514 9,476
(21,406) (6,650) (6,194)
(7,770) — (5,610)
(21,602) (6.089) 6,706
(44,178) (3,225) 4,378
17,374 105,081 51,347
(13,846) 108,947 43,702
(1,329) 22 (857)
8,154 4.470 6,916
(423,247) 9,159) 33,204
43,483 (9,068) (17.527)
(379,764) (18,227) 15,677
(37.284) (52,048) (393)
(417,048) (70,275) 15,284
(22,131) — —
(439,179) $ (70275 $ 15,284
(7.54) $ 037) $ 0.32
(0.74) (1.04) (0.01)
(0.44) — —
8.72) $ (141 $ 0.31
(7.54) $ 037) $ 0.31
(0.74) (1.04) (0.01)
(0.44) — —
(8.72) $ (141 $ 0.30
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SUNRISE SENIOR LIVING, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

' Accumulated
Shares of Common  Additional Other
Common Stock Paid-in Retained Deferred Comprehensive
(In thousands) Stock Amount Capital Earnings Compensation Income (Loss) Total
Balance at January 1, 2006 43,453 $ 435 $326,207 $ 167,114 $ (12,323) $ (569) $ 480,864
Net income — _ _ 15,284 e R~ 15,284
Foreign currency translation income,
net of tax — —_ — —_ —_ 2,205 2,205
Sunrise’s share of investee’s other
comprehensive income — — —_ — — 893 893
Total comprehensive income — — — — — — 18,382
Issuance of common stock to
employees 374 3 5,161 — — — 5,164
Conversion of convertible debt 6,700 67 117,917 — — — 117,984
Issuance of restricted stock 45 1 532 — — — 533
Forfeiture of restricted stock — — (&) — — — 5)
Adoption of SFAS 123R _ — (12,323) —_ 12,323 — —_
Stock-based compensation expense — — 5,846 — — — 5,846
Tax effect from stock-based
compensation — — 1,940 — — — 1,940
Balance at December 31, 2006 50,572 506 445,275 182,398 — 2,529 630,708
Net loss — — — (70,275) — — (70,275)
Foreign currency translation income,
net of tax — — —_ — —_ 5,865 5,865
Sunrise’s share of investee’s other
comprehensive income — — — — —_ (100) (100)
Total comprehensive loss (64,510)
Issuance of restricted stock 88 1 — — — — 1
Forfeiture or surrender of restricted
stock (103) )] (1,818) — — — (1,819)
Stock-based compensation expense — — 7,020 — — — 7,020
Tax effect from stock-based
compensation — — 2,163 — — — 2,163
Balance at December 31, 2007 50,557 506 452,640 112,123 — 8,294 573,563
Net loss — — —  (439,179) —_ —  (439,179)
Foreign currency translation income,
net of tax —_ — — — — 5,583 5,583
Sunrise’s share of investee’s other .
comprehensive income —_ — — — — (7,206) (7.206)
Total comprehensive loss (440,802)
Issuance of restricted stock 165 —_ 2) — — —_ 2)
Forfeiture or surrender of restricted or
common stock (211) e)) (1,025) — _— — (1,026)
Stock option exercises 361 4 4,162 — —_ — 4,166
Stock-based compensation expense — — 4,202 — — — 4,202
Tax effect from stock-based
compensation — — 1,573) — — — (1,.573)
Balance at December 31, 2008 50872 $ 509 $458.404 $(327.056) $ — 3 6,671 $ 138,528

See accompanying notes.
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SUNRISE SENIOR LIVING, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,
2008 2007 2006

(In thousands)
Operating activities

Net (loss) income $ (439,179) $ (70,275) $ 15,284

Less: Net loss from discontinued operations 37,284 52,048 393
Adjustments to reconcile net (loss) income to net cash (used in) provided by operating activities:
Extraordinary loss 22,131 = —
Gain on the sale and development of real estate and equity interests (17,374) (105,081) (51,347)
Loss (income) from investments accounted for under the profit-sharing method 1,329 (22) 857
Gain from application of financing method — — (1,155)
Unrealized loss on trading securities 1,770 — —
Loss on sale of investments — — 5,610
Impairment of goodwill and intangible assets 121,828 — —
Write-off of abandoned development projects 95,763 28,430 1,329
Provision for doubtful accounts 22,628 8,910 13,965
Benefit from deferred income taxes (46,250) (8,854) (3,781)
Impairment of owned communities and land parcels 36,510 7,641 15,049
5,022 22,005 89,676

Loss on financial guarantees and other contracts

Sunrise’s share of loss (earnings) and return on investment in unconsolidated communities 13,846 (108,947) (11,997)
Distributions of earnings from unconsolidated communities 32,736 168,322 66,381
Minority interest in loss of controlled entities (8,154) 4,470) (6,916)
Depreciation and amortization 51,276 52,701 47,687
Write-off of unamortized contract costs — — 25,359
Amortization of financing costs, debt discount and guarantee liabilities 3,735 1,051 1,404
Stock-based compensation 3,176 7,020 6,463
Changes in operating assets and liabilities:
(Increase) decrease in:
Accounts receivable 15,812 (15,124) (23,242)
Due from unconsolidated senior living communities (24,278) 28,111 (83,451)
Prepaid expenses and other current assets 39,660 (60,282) (4,041)
Captive insurance restricted cash 2,728 (32,930) (48,840)
Other assets 31,120 (35,505) 6,222
Increase (decrease) in:
Accounts payable, accrued expenses and other liabilities (76,484) 127,983 22,204
Entrance fees 758 (3,586) 913
Self-insurance liabilities (22,935) 12,866 30,186
Guarantee liabilities (21,625) (5,829) —
Deferred gains on the sale of real estate and deferred revenue 6,788 29,621 983
Net cash (used in) provided by discontinued operations (19,555) 32,682 2,316
Net cash (used in) provided by operating activities (123.934) 128,486 117,511
Investing activities
Capital expenditures (177,248) (244,803) (188,594)
Acquisitions of business assets — 49,917) (34,315)
Net funding for condominium project (57,935) — —
Dispositions of property 62,853 60,387 83,290
Change in restricted cash 51,778 (21,792) (11,428)
Purchases of short-term investments (102,800) (448,900) (172,575)
Proceeds from short-term investments 63,950 448,900 172,575
Increase in investments and notes receivable (205,344) (183,314) (343,286)
Proceeds from investments and notes receivable 223,424 220,312 376,061
Payments related to Germany venture (8,531) — —
Investments in unconsolidated communities (22,929) (29,297) (77,371)
Distributions of capital from unconsolidated communities — 601 5,954
Net cash provided by (used in) discontinued operations 329 (720) (69,237)
Net cash used in investing activities (172.453) (248.543) (258.926)
Financing activities
Net proceeds from exercised options 4,162 — 4
Additional borrowings of long-term debt 210,788 143,564 54,140
Repayment of long-term debt (18,451) (16,105) (40,781)
Net (repayments) borrowings on Bank Credit Facility (5,000) 50,000 50,000
Contribution from minority interests — — 15,669
Distributions to minority interests (1,344) (1,180) (630)
Financing costs paid (2,467) — (15)
Net cash provided by financing activities 187.688 176,279 78,327
Net (decrease) increase in cash and cash equivalents (108,699) 56,222 (63,088)
138.212 81,990 145,078

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year $ 29,513 § 138212 § 81,990

See accompanying notes.
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SUNRISE SENIOR LIVING, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization and Presentation
Organization

We are a provider of senior living services in the United States, Canada, the United Kingdom and Germany. We were incorporated
in Delaware on December 14, 1994.

At December 31, 2008, we operated 435 communities, including 391 communities in the United States, 15 communities in
Canada, 20 communities in the United Kingdom and nine communities in Germany (including two communities that were closed in
January 2009), with a total resident capacity of approximately 54,340. Of the 435 communities we operated at December 31, 2008, 47
were wholly owned, 15 were leased under operating leases, 10 were consolidated as variable interest entities, 203 were owned in
unconsolidated ventures and 160 were owned by third parties. We offer a full range of personalized senior living services, from
independent living, to assisted living, to care for individuals with Alzheimer’s and other forms of memory loss, to nursing,
rehabilitative care and hospice services. We develop senior living communities for ourselves, for unconsolidated ventures in which we
retain an ownership interest and for third parties.

Basis of Presentation

The consolidated financial statements which are prepared in accordance with U.S. generally accepted accounting principles
(“GAAP”) include our wholly owned and controlled subsidiaries. Variable interest entities (“VIEs”) in which we have an interest have
been consolidated when we have been identified as the primary beneficiary. Commencing with our adoption of EITF 04-5,
Determining Whether a General Partner, or the General Partners as a Group, Controls a Limited Partnership or Similar Entity When
the Limited Partners Have Certain Rights (“EITF 04-5"), entities in which we hold the managing member or general partner interest
are consolidated unless the other members or partners have either (1) the substantive ability to dissolve the entity or otherwise remove
us as managing member or general partner without cause or (2) substantive participating rights, which provide the other partner or
member with the ability to effectively participate in the significant decisions that would be expected to be made in the ordinary course
of business. Investments in ventures in which we have the ability to exercise significant influence but do not have control over are
accounted for using the equity method. All intercompany transactions and balances have been eliminated in consolidation.

We have reclassified in discontinued operations for all periods presented the operations of two communities which were sold in
2008 and for which we have no continuing involvement and our Trinity subsidiary which ceased operations in December 2008.

The accompanying consolidated financial statements have been prepared on the basis of us continuing as a going concern. As
discussed in more detail in note 13, our Bank Credit Facility (the “Facility”) expires on March 30, 2009 unless further extended. At
this time, we cannot borrow under the Facility and we have significant debt maturing in 2009 and 2010. We expect that our cash
balances and expected cash flow are sufficient to enable us to meet our obligations only through March 31, 2009. These conditions
raise substantial doubt about our ability to continue as a going concern.

Because of these factors and our current financial position, we are seeking to preserve cash, reduce our financial obligations and
reach negotiated settlements with various creditors to preserve our liquidity. We have also stopped funding certain projects and other
obligations, and are seeking waivers with respect to existing defaults under many of our debt obligations to avoid acceleration
obligations. Specifically, we have stopped or reduced payments for our German communities, development projects, our Fountains
venture and our Aston Gardens venture, each as described in more detail below. We are in the process of discussing a comprehensive
restructuring plan with the lenders to our German communities, the lender to our Fountains portfolio, our venture partner in the
Fountains portfolio and certain other lenders. For example, we have requested that the lenders to our German communities and the
lender for the Fountains portfolio agree not to foreclose on the communities that are collateral for their loans or to commence or
prosecute any action or proceeding to enforce any demand for payment by us pursuant to our operating deficit agreements through
March 31, 2009. Our lenders to eight of our nine German communities have agreed not to foreclose on the communities that are
collateral for their loans or to commence or prosecute any action or proceeding to enforce their demand for payment by us pursuant to
our operating deficit agreements until the earliest of the occurrence of certain other events relating to the loans on March 31, 2009. As
of February 27, 2009, we have not stopped funding the ninth community as the next payment date is March 6, 2009. We do not intend
to make the principal and interest payment due on that date and will seek waivers with respect to this default after that date.
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We believe that it will be in the best interests of all creditors to grant such waivers or reach negotiated settlements with us to
enable us to continue operating. However there can be no assurance that such waivers will be received or such settlements will be
reached. If the defaults are not cured within applicable cure periods, if any, and if waivers or other relief are not obtained, the defaults
can cause acceleration of our financial obligations under certain of our agreements, which we may not be in a position to satisfy. There
can be no assurance that any of these efforts will prove successful. In the event of a failure to obtain necessary waivers or otherwise
achieve a restructuring of our financial obligations, we may be forced to seek reorganization under the U.S. Bankruptcy Code.

2. Significant Accounting Policies

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that
affect the amounts reported in the financial statements and accompanying notes. Actual results could differ from those estimates.

Cash and Cash Equivalents

We consider cash and cash equivalents to include currency on hand, demand deposits, and all highly liquid investments with a
maturity of three months or less at the date of purchase.

Restricted Cash

We utilize large deductible blanket insurance programs in order to contain costs for certain lines of insurance risks including
workers’ compensation and employers’ liability risks, automobile liability risk, employment practices liability risk and general and
professional liability risks (“Self-Insured Risks”). We have self-insured a portion of the Self-Insured Risks through our wholly owned
captive insurance subsidiary, Sunrise Senior Living Insurance, Inc. (the “Sunrise Captive™). The Sunrise Captive issues policies of
insurance to and receives premiums from us that are reimbursed through expense allocations to each operated community and us. The
Sunrise Captive pays the costs for each claim above a deductible up to a per claim limit. Cash held by the Sunrise Captive of $94.4
million and $128.2 million at December 31, 2008 and 2007, respectively, is available to pay claims. The earnings from the investment
of the cash of Sunrise Captive are used to reduce future costs of and pay the liabilities of the Sunrise Captive. Interest income in the
Sunrise Captive was $3.4 million, $3.5 million and $2.1 million for 2008, 2007 and 2006, respectively. Restricted cash also includes
escrow accounts related to other insurance programs, land deposits, a bonus program and other items.

Allowance for Doubtful Accounts

We provide an allowance for doubtful accounts on our outstanding receivables based on an analysis of collectability, including our
collection history and generally do not require collateral to support outstanding balances.

Due from Unconsolidated Communities

Due from unconsolidated communities represents amounts due from unconsolidated ventures for development and management
costs, including development fees, operating costs such as payroll and insurance costs, and management fees. Development costs are
reimbursed when third-party financing is obtained by the venture. Operating costs are generally reimbursed within thirty days.

Property and Equipment

Property and equipment is recorded at cost. Depreciation is computed using the straight-line method over the lesser of the
estimated useful lives of the related assets or the remaining lease term. Repairs and maintenance are charged to expense as incurred.

In conjunction with the acquisition of land and the development and construction of communities, pre-acquisition costs are
expensed as incurred until we determine that the costs are directly identifiable with a specific property. The costs would then be
capitalized if the property was already acquired or the acquisition of the property is probable. Upon acquisition of the land, we
commence capitalization of all direct and indirect project costs clearly associated with the development and construction of the
community. We expense indirect costs as incurred that are not clearly related to projects. We charge direct costs to the projects to
which they relate. If a project is abandoned, we expense any costs previously capitalized. We capitalize the cost of the corporate
development department based on the time employees devote to each project. We capitalize interest as described in “Capitalization of

Interest Related to Development Projects” and other carrying costs to the project and the capitalization period continues until the asset
is ready for its intended use or is abandoned.
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We capitalize the cost of tangible assets used throughout the selling process and other direct costs, provided that their recovery is
reasonably expected from future sales.

We review the carrying amounts of long-lived assets for impairment when indicators of impairment are identified. If the carrying
amount of the long-lived asset (group) exceeds the undiscounted expected cash flows that are directly associated with the use and
eventual disposition of the asset (group) we record an impairment charge to the extent the carrying amount of the asset exceeds the fair
value of the assets. We determine the fair value of long-lived assets based upon valuation techniques that include prices for similar
assets (group).

Real Estate Sales

We account for sales of real estate in accordance with FASB Statement No. 66, Accounting for Sales of Real Estate (“SFAS 66”).
For sales transactions meeting the requirements of SFAS 66 for full accrual profit recognition, the related assets and liabilities are
removed from the balance sheet and the gain or loss is recorded in the period the transaction closes. For sales transactions that do not
meet the criteria for full accrual profit recognition, we account for the transactions in accordance with the methods specified in SFAS
66. For sales transactions that do not contain continuing involvement following the sale or if the continuing involvement with the
property is contractually limited by the terms of the sales contract, profit is recognized at the time of sale. This profit is then reduced
by the maximum exposure to loss related to the contractually limited continuing involvement. Sales to ventures in which we have an
equity interest are accounted for in accordance with the partial sale accounting provisions as set forth in SFAS 66.

For sales transactions that do not meet the full accrual sale criteria as set forth in SFAS 66, we evaluate the nature of the
continuing involvement and account for the transaction under an alternate method of accounting rather than full accrual sale, based on
the nature and extent of the continuing involvement. Some transactions may have numerous forms of continuing involvement. In those
cases, we determine which method is most appropriate based on the substance of the transaction.

Venture agreements may contain provisions which provide us with an option or obligation to repurchase the property from the
venture at a fixed price that is higher than the sales price. In these instances, the financing method of accounting is followed. Under
the financing method of accounting, we record the proceeds received from the buyer as a financing obligation and continue to keep the
property and related accounts recorded on our books. The results of operations of the property, net of expenses other than depreciation
(net operating income), is reflected as “interest expense” on the financing obligation. Because the transaction includes an option or
obligation to repurchase the asset at a higher price, interest is recorded to accrete the liability to the repurchase price. Depreciation
expense continues to be recorded as a period expense. All cash paid or received by us is recorded as an adjustment to the financing
obligation. If the repurchase option or obligation expires and all other criteria for profit recognition under the full accrual method have
been met, a sale is recorded and gain is recognized. The assets are recorded in “Property and equipment subject to financing, net” in
the consolidated balance sheets, and the liabilities are recorded in “Liabilities related to properties accounted for under the financing
method” in the consolidated balance sheets. At December 31, 2008, we no longer had any sales transactions accounted for under the
financing method.

In transactions accounted for as partial sales, we determine if the buyer of the majority equity interest in the venture was provided
a preference as to cash flows in either an operating or a capital waterfall. If a cash flow preference has been provided, profit, including
our development fee, is only recognizable to the extent that proceeds from the sale of the majority equity interest exceed costs related
to the entire property.

We also may provide guarantees to support the operations of the properties. If the guarantees are for an extended period of time,
we apply the profit-sharing method and the property remains on the books, net of any cash proceeds received from the buyer. If
support is required for a limited period of time, sale accounting is achieved and profit on the sale may begin to be recognized on the
basis of performance of the services required when there is reasonable assurance that future operating revenues will cover operating
expenses and debt service.

Under the profit-sharing method, the property portion of our net investment is amortized over the life of the property. Results of
operations of the communities before depreciation, interest and fees paid to us is recorded as “(Loss) income from investments
accounted for under the profit-sharing method” in the consolidated statements of income. The net income from operations as adjusted
is added to the investment account and losses are reflected as a reduction of the net investment. Distributions of operating cash flows
to other venture partners are reflected as an additional expense. All cash paid or received by us is recorded as an adjustment to the net
investment. The net investment is reflected in “Investments accounted for under the profit-sharing method” in the consolidated
balance sheets. At December 31, 2008, we have two transactions accounted for under the profit-sharing method.
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We provided a guaranteed return on investment to certain buyers of properties. When the guarantee was for an extended period of
time, SFAS 66 precludes sale accounting and we applied the profit-sharing method. When the guarantee was for a limited period of
time, the deposit method was applied until operations of the property covered all operating expenses, debt service, and contractual
payments, at which time profit was recognized under the performance of services method.

Under the deposit method, we did not recognize any profit, and continued to report in our financial statements the property and
related debt even if the debt had been assumed by the buyer, and disclosed that those items are subject to a sales contract. We
continued to record depreciation expense. All cash paid or received by us was recorded as an adjustment to the deposit. When the
transaction qualified for profit recognition under the full accrual method, the application of the deposit method was discontinued and
the gain was recognized. The assets were recorded in “Property and equipment, subject to a sales contract, net” and the liabilities were
recorded in “Deposits related to properties subject to a sales contract” in the consolidated balance sheets. At December 31, 2007, we
no longer have any sales transactions accounted for under the deposit method.

Capitalization of Interest Related to Development Projects

Interest is capitalized on real estate under development, including investments in ventures in accordance with SFAS No. 34,
Capitalization of Interest Cost, (“SFAS 34”) and in accordance with FASB Statement No. 58, Capitalization of Interest Cost in
Financial Statements That Include Investments Accounted for by the Equity Method (“SFAS 58”). Under SFAS 34 the capitalization
period commences when development begins and continues until the asset is ready for its intended use or the enterprise suspends
substantially all activities related to the acquisition of the asset. Under SFAS 58, we capitalize interest on our investment in ventures
for which the equity therein is utilized to construct buildings and cease capitalizing interest on our equity investment when the first
property in the portfolio commences operations. The amount of interest capitalized is based on the stated interest rates, including
amortization of deferred financing costs. The calculation includes interest costs that theoretically could have been avoided, based on
specific borrowings to the extent there are specific borrowings. When project specific borrowings do not exist or are less than the
amount of qualifying assets, the calculation for such excess uses a weighted average of all other debt outstanding.

Goodwill and Intangible Assets

We capitalize costs incurred to acquire management, development and other contracts. In determining the allocation of the
purchase price to net tangible and intangible assets acquired, we make estimates of the fair value of the tangible and intangible assets
using information obtained as a result of pre-acquisition due diligence, marketing, leasing activities and independent appraisals.

Intangible assets are valued using expected discounted cash flows and are amortized using the straight-line method over the
remaining contract term, generally ranging from one to 30 years. The carrying amounts of intangible assets are reviewed for
impairment when indicators of impairment are identified. If the carrying amount of the asset (group) exceeds the undiscounted
expected cash flows that are directly associated with the use and eventual disposition of the asset (group), an impairment charge is
recognized to the extent the carrying amount of the asset exceeds the fair value.

Goodwill represents the costs of business acquisitions in excess of the fair value of identifiable net assets acquired. We evaluate
the fair value of goodwill to assess potential impairment on an annual basis, or during the year if an event or other circumstance
indicates that we may not be able to recover the carrying amount of the asset. We evaluate the fair value of goodwill at the reporting
unit level and make the determination based upon future cash flow projections. We record an impairment loss for goodwill when the
carrying value of the goodwill is less than the estimated fair value.

Investments in Unconsolidated Communities

We hold a minority equity interest in ventures established to develop or acquire and own senior living communities. Those
ventures are generally limited liability companies or limited partnerships. Our equity interest in these ventures generally ranges from
10% to 50%.

In accordance with FASB Interpretation No. 46(R), Consolidation of Variable Interest Entities (“FIN 46R”), we review all of our
ventures to determine if they are variable interest entities (“VIEs”). If a venture is a VIE, it is consolidated by the primary beneficiary,
which is the variable interest holder that absorbs the majority of the venture’s expected losses, receives a majority of the venture’s
expected residual returns, or both. At December 31, 2008, we consolidated eight VIEs where we are the primary beneficiary.
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In accordance with EITF 04-5, Determining Whether a General Partner, or the General Partners as a Group, Controls a Limited
Partnership or Similar Entity When the Limited Partners Have Certain Rights, the general partner or managing member of a venture
consolidates the venture unless the limited partners or other members have either (1) the substantive ability to dissolve the venture or
otherwise remove the general partner or managing member without cause or (2) substantive participating rights in significant
decisions of the venture, including authorizing operating and capital decisions of the venture, including budgets, in the ordinary course
of business. We have reviewed all ventures that are not VIEs where we are the general partner or managing member and have
determined that in all cases the limited partners or other members have substantive participating rights such as those set forth above
and, therefore, no ventures are consolidated under EITF 04-5.

For ventures not consolidated, we apply the equity method of accounting in accordance with APB Opinion No. 18, The Equity
Method of Accounting for Investments in Common Stock, and Statement of Position No. 78-9, Accounting for Investments in Real
Estate Ventures, (“SOP 78-9”). Equity method investments are initially recorded at cost and subsequently are adjusted for our share of
the venture’s earnings or losses and cash distributions. In accordance with SOP 78-9, the allocation of profit and losses should be
analyzed to determine how an increase or decrease in net assets of the venture (determined in conformity with GAAP) will affect cash
payments to the investor over the life of the venture and on its liquidation. Because certain venture agreements contain preferences
with regard to cash flows from operations, capital events and/or liquidation, we reflect our share of profits and losses by determining
the difference between our “claim on the investee’s book value” at the end and the beginning of the period. This claim is calculated as
the amount that we would receive (or be obligated to pay) if the investee were to liquidate all of its assets at recorded amounts
determined in accordance with GAAP and distribute the resulting cash to creditors and investors in accordance with their respective
priorities. This method is commonly referred to as the hypothetical liquidation at book value method.

Our reported share of earnings is adjusted for the impact, if any, of basis differences between our carrying value of the equity
investment and our share of the venture’s underlying assets. We generally do not have future requirements to contribute additional
capital over and above the original capital commitments, and in accordance with APB 18, we discontinue applying the equity method
of accounting when our investment is reduced to zero barring an expectation of an imminent return to profitability. If the venture
subsequently reports net income, the equity method of accounting is resumed only after our share of that net income equals the share
of net losses not recognized during the period the equity method was suspended.

When the majority equity partner in one of our ventures sells its equity interest to a third party, the venture frequently refinances
its senior debt and distributes the net proceeds to the equity partners. All distributions received by us are first recorded as a reduction
of our investment. Next, we record a liability for any contractual or implied future financial support to the venture including
obligations in our role as a general partner. Any remaining distributions are recorded as “Sunrise’s share of earnings and return on
investment in unconsolidated communities” in the consolidated statements of income.

We evaluate realization of our investment in ventures accounted for using the equity method if circumstances indicate that our
investment is other than temporarily impaired.

" Deferred Financing Costs

Costs incurred in connection with obtaining permanent financing for our consolidated communities are deferred and amortized
over the term of the financing using the effective interest method. Deferred financing costs are included in “Other assets” in the
consolidated balance sheets.

Loss Reserves For Certain Self-Insured Programs

We offer a variety of insurance programs to the communities we operate. These programs include property insurance, general and
professional liability insurance, excess/umbrella liability insurance, crime insurance, automobile liability and physical damage
insurance, workers’ compensation and employers’ liability insurance and employment practices liability insurance (the “Insurance
Program”). Substantially all of the communities we operate participate in the Insurance Program are charged their proportionate share
of the cost of the Insurance Program.

We utilize large deductible blanket insurance programs in order to contain costs for certain of the lines of insurance risks in the
Insurance Program including workers’ compensation and employers’ liability risks, automobile liability risk, employment practices
liability risk and general and professional liability risks (“Self-Insured Risks”). The design and purpose of a large deductible insurance
program is to reduce overall premium and claim costs by internally financing lower cost claims that are more predictable from year to
year, while buying insurance only for higher-cost, less predictable claims.
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We have self-insured a portion of the Self-Insured Risks through the Sunrise Captive. The Sunrise Captive issues policies of
insurance to and receives premiums from us that are reimbursed through expense allocation to each operated community. The Sunrise
Captive pays the costs for each claim above a deductible up to a per claim limit. Third-party insurers are responsible for claim costs
above this limit. These third-party insurers carry an A.M. Best rating of A-/VII or better.

We record outstanding losses and expenses for all Self-Insured Risks and for claims under insurance policies based on
management’s best estimate of the ultimate liability after considering all available information, including expected future cash flows
and actuarial analyses. We believe that the allowance for outstanding losses and expenses is appropriate to cover the ultimate cost of
losses incurred at December 31, 2008, but the allowance may ultimately be settled for a greater or lesser amount. Any subsequent
changes in estimates are recorded in the period in which they are determined and will be shared with the communities participating in
the insurance programs based on the proportionate share of any changes.

Employee Health and Dental Benefits

We offer employees an option to participate in our self-insured health and dental plan. The cost of our employee health and dental
benefits, net of employee contributions, is shared between us and the communities based on the respective number of participants
working either at our corporate headquarters or at the communities. Funds collected are used to pay the actual program costs including
estimated annual claims, third-party administrative fees, network provider fees, communication costs, and other related administrative
costs incurred by us. Although claims under this plan are self-insured, we have aggregate protection which caps the potential liability
for both individual and total claims during a plan year. Claims are paid as they are submitted to the plan administrator. We also record
a liability for outstanding claims and claims that have been incurred but not yet reported. This liability is based on the historical claim
reporting lag and payment trends of health insurance claims. We believe that the liability for outstanding losses and expenses is
adequate to cover the ultimate cost of losses incurred at December 31, 2008, but actual claims may differ. Any subsequent changes in
estimates are recorded in the period in which they are determined and will be shared with the communities participating in the
program based on their proportionate share of any changes.

Continuing Care Agreements

We lease communities under operating leases and own communities that provide life care services under various types of entrance
fee agreements with residents (“Entrance Fee Communities” or “Continuing Care Retirement Communities”). Residents of Entrance
Fee Communities are required to sign a continuing care agreement with us. The care agreement stipulates, among other things, the
amount of all entrance and monthly fees, the type of residential unit being provided, and our obligation to provide both health care and
non-health care services. In addition, the care agreement provides us with the right to increase future monthly fees. The care
agreement is terminated upon the receipt of a written termination notice from the resident or the death of the resident. Refundable
entrance fees are returned to the resident or the resident’s estate depending on the form of the agreement either upon re-occupancy or
termination of the care agreement.

When the present value of estimated costs to be incurred under care agreements exceeds the present value of estimated revenues,
the present value of such excess costs is accrued. The calculation assumes a future increase in the monthly revenue commensurate
with the monthly costs. The calculation currently results in an expected positive net present value cash flow and, as such, no liability
was recorded as of December 31, 2008 or December 31, 2007.

Refundable entrance fees are primarily non-interest bearing and, depending on the type of plan, can range from between 30% to
100% of the total entrance fee less any additional occupant entrance fees. As these obligations are considered security deposits,
interest is not imputed on these obligations. Deferred entrance fees were $35.3 million and $34.5 million at December 31, 2008 and

2007, respectively.

Non-refundable portions of entrance fees are deferred and recognized as revenue using the straight-line method over the actuarially
determined expected term of each resident’s contract.

Accounting for Guarantees

Guarantees entered into in connection with the sale of real estate often prevent us from either accounting for the transaction as a
sale of an asset or recognizing in earnings the profit from the sale transaction. Guarantees not entered into in connection with the sale
of real estate are considered financial instruments. For guarantees considered financial instruments we recognize at the inception of a
guarantee or the date of modification, a liability for the fair value of the obligation undertaken in issuing a guarantee. On a quarterly
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basis, we evaluate the estimated liability based on the operating results and the terms of the guarantee. If it is probable that we will be
required to fund additional amounts than previously estimated a loss is recorded. Fundings that are recoverable as a loan from a
venture are considered in the determination of the contingent loss recorded. Loan amounts are evaluated for impairment at inception
and then quarterly.

Asset Retirement Obligations

In accordance with FASB Interpretation No. 47, Accounting for Conditional Asset Retirement Obligations — an interpretation of
FASB Statement No. 143, Asset Retirement Obligations (“FIN 47”) we record a liability for a conditional asset retirement obligation if
the fair value of the obligation can be reasonably estimated.

Certain of our operating real estate assets contain asbestos. The asbestos is appropriately contained, in accordance with current
environmental regulations, and we have no current plans to remove the asbestos. When, and if, these properties are demolished,
certain environmental regulations are in place which specify the manner in which the asbestos must be handled and disposed of.
Because the obligation to remove the asbestos has an indeterminable settlement date, we are not able to reasonably estimate the fair
value of this asset retirement obligation.

In addition, certain of our long-term ground leases include clauses that may require us to dispose of the leasehold improvements
constructed on the premises at the end of the lease term. These costs, however, are not estimable due to the range of potential
settlement dates and variability among properties. Further, the present value of the expected costs is insignificant as the remaining
term of each of the leases is fifty years or more.

Income Taxes

Deferred income taxes reflect the impact of temporary differences between the amounts of assets and liabilities recognized for
financial reporting purposes and such amounts recognized for tax purposes. We record the current year amounts payable or
refundable, as well as the consequences of events that give rise to deferred tax assets and liabilities based on differences in how these
events are treated for tax purposes. We base our estimate of deferred tax assets and liabilities on current tax laws and rates and, in
certain cases, business plans and other expectations about future outcomes. We provide a valuation allowance against the net deferred
tax assets when it is more likely than not that sufficient taxable income will not be generated to utilize the net deferred tax assets.

Revenue Recognition

“Management fees” is comprised of fees from management contracts for operating communities owned by unconsolidated
ventures and third parties, which consist of base management fees and incentive management fees. The management fees are generally
between five and eight percent of a managed community’s total operating revenue. Fees are recognized in the month they are earned
in accordance with the terms of the management contract.

“Buyout fees” is comprised of fees primarily related to the buyout of management contracts.

“Professional fees from development, marketing and other” is comprised of fees received for services provided prior to the
opening of an unconsolidated community. Our development fees related to building design and construction oversight are recognized
using the percentage-of-completion method and the portion related to marketing services is recognized on a straight-line basis over the
estimated period the services are provided. The cost-to-cost method is used to measure the extent of progress toward completion for
purposes of calculating the percentage-of-completion portion of the revenues. Greystone Communities, Inc.’s (“Greystone”)
development contracts are multiple element arrangements. Since there is not sufficient objective and reliable evidence of the fair value
of undelivered elements at each billing milestone, we defer revenue recognition until the completion of the development contract.
Deferred development revenue for these Greystone contracts were $62.4 million and $54.6 million at December 31, 2008 and 2007,
respectively, and is included in “Deferred gains on the sale of real estate and deferred revenues” in the balance sheet.

We form ventures, along with third-party partners, to invest in the pre-finance stage of certain Greystone development projects.
When the initial development services are successful and permanent financing for the project is obtained, the ventures are repaid the
initial invested capital plus fees generally between 50% and 75% of their investment. We consolidate these ventures that are formed to
invest in the project as we control them. No revenue is recognized until the permanent financing is in place.

“Resident fees from consolidated communities” are recognized monthly as services are provided. Agreements with residents are
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generally for a term of one year and are cancelable by residents with thirty days notice.

“Ancillary services” is comprised of fees for providing care services to residents of certain communities owned by ventures and
fees for providing home health assisted living services.

“Reimbursed contract services” is comprised of reimbursements for expenses incurred by us, as the primary obligor, on behalf of
communities operated by us under long-term management agreements. Revenue is recognized when we incur the related costs. If we
are not the primary obligor, certain costs, such as interest expense, real estate taxes, depreciation, ground lease expense, bad debt
expense and cost incurred under local area contracts, are not included. The related costs are included in “Reimbursed contract
services” expense.

We considered the indicators in EITF 99-19, Reporting Revenue Gross as a Principal versus Net as an Agent, in making our
determination that revenues should be reported gross versus net. Specifically, we are the primary obligor for certain expenses incurred
at the communities, including payroll costs, insurance and items such as food and medical supplies purchased under national contracts
entered into by us. We, as manager, are responsible for setting prices paid for the items underlying the reimbursed expenses, including
setting pay-scales for our employees. We select the supplier of goods and services to the communities for the national contracts that
we enter into on behalf of the communities. We are responsible for the scope, quality and extent of the items for which we are
reimbursed. Based on these indicators, we have determined that it is appropriate to record revenues gross versus net.

Stock-Based Compensation

We record compensation expense for our employee stock options, restricted stock awards, and employee stock purchase plan in
accordance with SFAS No. 123(R), Accounting for Stock-Based Compensation (“SFAS 123(R)”). SFAS 123(R) requires that all
share-based payments to employees be recognized in the consolidated statements of income based on their grant date fair values with
the expense being recognized over the requisite service period. We use the Black-Scholes model to determine the fair value of our
awards at the time of grant.

Foreign Currency Translation

Our reporting currency is the U.S. dollar. Certain of our subsidiaries’ functional currencies are the local currency of the respective
country. In accordance with SFAS No. 52, Foreign Currency Translation, balance sheets prepared in their functional currencies are
translated to the reporting currency at exchange rates in effect at the end of the accounting period except for stockholders’ equity
accounts and intercompany accounts with consolid